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T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
IN addition to its regular  Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the C. P.
A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as 
no attempt is made to teach 
general accounting in this 
course. The instruction is 
pointed directly at the C. P.
A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
P articu larly notew orthy 
fea tu res o f the tra in in g are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or ( 2) specially prepared to train 
the candidate in handling certain points 
likely to been countered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A, problems readily— 
many others with years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
work with limited information. 
He has to construct defini­
tions. Very often it is neces­
sary for him to use unusual 
working sheets.
The C. P. A. Coaching 
Course given by the Interna­
tional Accountants Society, 
Inc., prepares you to meet 
such conditions. The fee is $42, 
and the text consists of twenty 
lessons.
A  SPEC IAL booklet, “How to Prepare for the C. P . A . E xa m in a tio n ,"  is now ready for those 
who are intended. For a free copy, ju st write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c i e t y ,  inc.
A Division o f  the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
___________________ Company.________________________________
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"Next to knowing when to seize an opportunity, the most important 
thing in life is to know when to forego an advantage.”
— D is r a e l i .
T h e  P r e s i d e n t ’ s  P a g e
“ W h e r e  D o  W e  G o  f r o m  H e r e ? ”
By H e n r y  J. M i l l e r ,  C.P.A.
T HIS is an answer to a question asked by innumerable young men who have 
just secured the C.P.A. certificate. W hen years of study, years of sacri­
fice, hours of grueling examination, and days of anxious waiting for the an­
nouncement of results, are terminated by success there follows after the first 
joyous flush of victory that peculiar feeling so often characterized by youth 
with the expressive question —  "W ell, where do we go from here?”
An objective won, not without application and hardship, the need to set a 
new course is imperative.
"W here do we go from here?” "W hat do we do to advance ourselves in 
the profession?” "W e  are just one of thousands with the designation C.P.A .; 
how can we forge forward in our chosen work?”
These are questions that established practitioners are called upon to answer 
after every C.P.A. examination. Many and varied in detail are their responses, 
reflecting properly the individuality of those interrogated. Certain fundamen­
tals, however, are always present.
First, the newcomer must continue his technical education for there never 
will come a time when his learning or experience will permit him to neglect 
it. The profession always advances and standards of unusual proficiency ten 
years ago are standards of only average ability today.
Then, there must be mastered problems of successful practice. He must learn 
the necessity of proper supervision, the art of handling employees. He must 
develop personality in his dealings with his clients, and tact in his dealings 
with the public.
Professional organizations must receive his attention. The designation so 
dearly won must be protected. State and national societies that protect, fos ter, 
and promote the profession, should have not only his membership, but a r ea­
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sonable amount of his time and effort. These organizations develop the ideals 
and direct the course of every C.P.A. member or non-member, and each and 
every one should assist actively in the formation of those ideals and the chart­
ing of that course.
And finally, though none the less important, he should fraternize at every 
opportunity with his fellow accountants. Good fellowship between professional 
practitioners has done more to develop ethical standards than all the printers 
ink, or derogatory lectures, or dire threats could do in centuries. To slap your 
neighboring C.P.A. on the back, and call him by his first name, to shake his 
hand and bid him well, invokes observance of the Golden Rule, which is the 
basis of all ethical conduct.
The American Society in planning its annual meeting this year at India­
napolis, September 25, 26, 27, and 28, has taken into consideration all of the 
above matters. Its program will give ample opportunity to the new member of 
the profession as well as the old, to concentrate on technical education, on 
problems of successful practice, on State and National Organization policies 
and objectives, and throughout all, to enjoy that splendid fraternity and good 
fellowship so beneficial to the profession.
"W here do we go from here?” W hen next you are asked that question sug­
gest Indianapolis, and the Annual Meeting of The American Society. Sug­
gest it to new C.P.A ’s and old C .P.A ’s, members of The Society and non­
members. Those who attend will be doing their share to advance the profession 
and in so doing will benefit themselves.
P r o g r a m  P r o b le m s
In the last two weeks the Editor has attended parts of three sessions in each 
of two annual meetings held in Washington, and has seen two distinctly oppo­
site trends.
At the close of one of the sessions in the first meeting he joined a couple of 
groups for the purpose of noting the informal discussion which followed. 
He found that the one criticism levied on the program was that it presented 
"old-timers” as speakers, the idea being expressed that not enough attention 
was being paid to developing the younger men in the profession. As one mem­
ber put it, the older men seemed rather fearful that perhaps this was their 
farewell appearance and they did not want to lose the opportunity for exploit­
ing their accomplishments.
At the close of the second session attended in the other meeting he ap­
proached the chairman to congratulate him on the success of the discussion that 
had taken place and to ask a few questions with regard to the make-up of the 
program. He found three members bewailing to the chairman the fact that the 
older members of the association were conspicuous by their absence. They were 
somewhere in the city, either having a good time by themselves in recounting 
their  various experiences or else they were tired out and were resting. They 
had not been present at that afternoon session and this group, each of whom
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occupies a prominent relation to the organization in his own community, repre­
senting the younger element in the national body, felt that much had been 
lost that would have been secured if the "old-timers” had been present and 
entered into the discussion.
This comment is made with a request that those members who have opinions 
as to the type of a program which is the most helpful write to either the Presi­
dent or the Secretary, telling what they have in mind.
In general the programs must be made up of either set addresses or discus­
sional groups or a combination of both. If set addresses, they must be by repre­
sentatives of the profession or representatives of other groups with which the 
profession has or should have a satisfactory working relationship.
Should opportunity be given following every paper presented for questions 
to be asked ? Should papers given by members of the profession be of a highly 
technical professional nature or should they largely deal with administrative 
problems underlying professional practice? Should the discussional group 
meetings be "set up” to the extent that topics should be selected in advance 
and individuals chosen to introduce them or should the topics be selected in 
advance and the members invited to participate from the beginning in the 
discussion without an introductory presentation, or should the session be ar­
ranged for only as to time, trusting that the members will be properly moved 
to present questions which will provoke discussion ?
Many other questions might be added to the foregoing. Let the President 
or the Secretary have your views.
A n  A c c o u n t a n c y  C r e e d
O r g a n iz a t io n
Accountancy is a profession.
Professions are State regulated and controlled.
State Boards of Accountancy should have a professional membership.
State Boards, through the examinations given, prescribe the professional en­
trance standards by which the prospective member is measured and issue a cer­
tificate to each successful applicant authorizing him to practice within the 
borders of that State as a Certified Public Accountant, subject to its registration 
provisions.
State Boards should cooperate with each other, recognizing that certified 
public accountants must often cross State lines in their regular assignments 
and inter-state comity is essential.
State Societies are essential to the development of any profession.
State Societies will greatly strengthen the professional spirit by fostering 
local groups or chapters, wherein more intimate professional relations can be 
established with fellow practitioners— to whom he should be courteous, with 
whom he should cooperate, and toward whom he should observe professional 
proprieties.
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State Societies should establish close working relations with their respective 
State Boards and with The American Society of Certified Public Accountants, 
the national professional accounting organization which recognizes a certificate 
issued by a State Board as an essential requirement for admission and which 
holds that membership in a State Society is of primary professional importance.
State Societies, convinced that accounting is a science worthy to be so classi­
fied in the curricula of higher institutions of learning, should so cooperate with 
educators that schools may eventually offer as satisfactory finishing courses in 
accounting as are now offered in law, medicine, architecture and other profes­
sional callings.
T h e  I n d iv id u a l  C e r t i f i e d  P u b l i c  A c c o u n t a n t
Should actively affiliate with the local, State and national organizations of 
certified public accountants, contributing of his time, energy and means for 
the benefit he will derive from a unified and aggressive profession and for the 
influence which he may only thus exert in advancing professional standards 
and ideals.
Should retain his interest in and relationship to these professional organiza­
tions even though retiring from active public practice.
Should not aspire to preferment by election to office in a local, State or na­
tional society, or by appointment to a State Board for the personal distinction 
the position may bring. The spirit of service should be uppermost in the minds 
of all such officials.
Should endeavor to modify the conditions and regulations under which he 
practices and the organizations by which he seeks to advance the standing of 
the profession of which he is a member so that it will conform to the conditions, 
regulations and types of organization of the other professions in the State of 
his residence and/or practice.
Should demand financial returns from his clients which are commensurate 
with the professional services rendered. Self-respect should place a reasonable 
value upon the high-class services which accountants furnish.
Should uphold the traditions, standards, dignity and honor of the profession 
and whenever there is proper ground for complaint concerning the profes­
sional actions of any other certified public accountant it is not only his right 
but his duty to submit facts of which he may have knowledge to the State 
Board of Accountancy and to the State Society of Certified Public Accountants 
and/or to The American Society of Certified Public Accountants if the offender 
is a member of either.
Should render an intelligent and constructive service to his CLIENTS, hold­
ing sacred all confidences obtained in his professional duties.
Should recognize his moral responsibility to the PUBLIC, who may rely on 
his findings and reports, by presenting accurate and honest statements of facts, 
considering himself a protector of the public and obeying his own conscience 
rather than that of his client.
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Paraphrasing the last sentence of the Code of Ethics adopted by the Amer­
ican Bar Association: Above all a Certified Public Accountant will find his 
highest honor in a deserved reputation for fidelity to private trust and to public 
duty, as an honest man, and as a patriotic and loyal citizen.
B a n k r u p tc y  L e g is la t io n
Several members of The American Society have from time to time sent in 
suggestions as to points which should be covered in the proposed revision of 
the Federal Bankruptcy Law. All of these suggestions have been passed on to 
the proper committees.
One of the conclusions of the Wickersham Committee was that the bank­
ruptcy laws of the United States were antiquated and needed revision. Follow­
ing that report the legal forces of the United States Government began a study 
of conditions that actually existed. As a result a bill was prepared and intro­
duced in the Senate and House, being referred to the Judiciary committees in 
each body. Joint hearings were held. Many amendments to the bills as intro­
duced were proposed. Some were adopted by the Senate, which took first action, 
and the bill as amended by the Senate is now in the possession of the House 
Judiciary Committee, with the expectation that further study will be made 
prior to the next session of Congress, at which time it is hoped that a new bank­
ruptcy law will be enacted.
The year 1931 developed the largest number of bankruptcies of any year in 
the history of the United States. Bank failures neared 1,500 as against in the 
neighborhood of 900 in 1930. The amount involved was nearly $1,400,000,000  
as compared with $900,000,000 the previous year. Business failures outside of 
banks passed 28,000, practically 2,000 more than the preceding year, with 
aggregate liabilities of nearly three-quarters of a billion dollars. The percentage 
of failures to total business concerns in the United States was the largest of 
any year since 1878.
It was not, however, by reason of these large figures as affecting insolvent 
concerns that the agitation for a reformed bankruptcy law was started but 
rather because of the fact that the present laws offered opportunities for gross 
inequalities in settlements.
Congressman Baldridge, of Nebraska, speaking before the recent annual 
convention of the National Retail Credit Association, said that in 65%  of the 
bankruptcies no distribution was made to the creditors and that the average 
distribution for all bankruptcies was only in the neighborhood of 5%.
The main purposes of the new Bankruptcy Act, as he outlined them, were
(1 )  to lessen the possibility of discharge following bankrupt proceedings and
(2 )  to make more effective opportunities for composition, amortization or re­
organization of businesses which were financially embarrassed.
As compared with the 90%  of discharges which we have, he cited the fact 
that in England only 10% are discharged, 2% are denied a discharge and 88%  
of the cases are suspended or the decision is held in abeyance pending future
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efforts on the part of the bankrupt to make good.
Touching on the second point he showed that under the present law attempts 
at composition, amortization, and reorganization were largely unsuccessful be­
cause of the possibility that a very minor creditor, adhering to his technical 
legal rights even to the extent of being willing to compel a receivership under 
which his chances of recovery were nil, could override the wishes of the 
majority.
Every member, having a suggestion in mind which it is thought should be 
written into the law and which has not been sent to the office, is requested to 
forward the same to the Secretary. Arrangements have been made for filing 
a brief when hearings are resumed.
N e w l y  E l e c t e d  S t a t e  R e p r e s e n t a t i v e s
1 9 3 2 - 1 9 3 3
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
James O. Screven, American Traders National Bank Bldg., Birmingham. 
Erling Johansen, Front Street, Petersburg.
Willis H. Plunkett, Arizona Fire Building, Phoenix.
H. W . Hennegin, Southern Building, Little Rock.
B. W . Bours, 620 Market Street, San Francisco; Ralph W . E. Cole, Van 
Nuys Building, Los Angeles; James E. Hammond, 111 Sutter Street, 
San Francisco.
Julius von Tobel, Chamber of Commerce Building, Denver.
Irville A. May, 367 Union Avenue, W est Haven.
Alfred H. Coe, DuPont Building, Wilmington.
W m . Gordon Buchanan, Tower Building, Washington; James B. Grice, 
Munsey Building, Washington.
Walter Mucklow, Barnett National Bank Building, Jacksonville.
William J. Carter, 22 Marietta Street Building, Atlanta.
W ilford W . King, Waity Building, Honolulu.
Jeremiah W . Robinson, First National Bank Building, Boise.
David Himmelblau, First National Bank Building, Chicago; Eric Louis 
Kohler, One LaSalle Street, Chicago; George W . Rossetter, 33 North  
LaSalle Street, Chicago; Hiram T. Scovill, Commerce Bldg., Urbana. 
Horatio A. Roney, State Life Building, Indianapolis.
Sidney G. Winter, College of Commerce, Iowa City.
William H. Moberly, Wheeler-Kelly-Hagny Building, Wichita.
Sam W . Eskew, Inter-Southern Building, Louisville.
Darby Sere, Pere Marquette Building, New Orleans.
Chester A. Jordan, Fidelity Building, Portland.
Edward J. Stegman, Continental Building, Baltimore.
Patrick F. Crowley, 14 Central Avenue, Lynn; James J. Fox, Little 
Building, Boston; Edwin L. Pride, 40 Central Street, Boston. 
Thomas H. Evans, Dime Bank Building, Detroit; Francis E. Ross, State 
Savings Bank Building, Ann Arbor.
Herman C. J. Peisch, McKnight Building, Minneapolis.
Nelson E. Taylor, Bright Building, Greenwood.
Parry Barnes, Pioneer Trust Building, Kansas City.
Hugh D. Galusha, Box 1699, Helena.
Raymond H. Walker, Sharp Building, Lincoln.
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Nevada
New Hampshire 
New Jersey
New Mexico 
New York
North Carolina 
North Dakota 
Ohio
Oklahoma
Oregon
Pennsylvania
Philippine Islands
Puerto Rico
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming
George K. Elder, Reno National Bank Building, Reno.
Clarence I. Drayton, 1015 Elm Street, Manchester.
W illiam C. Heaton, 207 Broad Street, Elizabeth; Charles L. Hughes, 120 
Garrison Avenue, Jersey City.
Charles L. Linder, First National Bank Building, Albuquerque.
James F. Farrell, 110 William Street, New York City; A. S. Fedde, 110 
William Street, New York City; J. S. M. Goodloe, 165 Broadway, 
New York City; Leo Greendlinger, 13 Astor Place, New York City; 
Charles Hecht, 292 Madison Avenue, New York City; Joseph J. 
Klein, 19 West 44th Street, New York City; Martin Kortjohn, 10 
East 40th Street, New York City; Simon Loeb, 521 Fifth Avenue, 
New York City; Arthur H. Rosenkampff, New York University, 
Washington Square, New York City; Norman E. Webster, 50 Broad­
way, New York City; John R. Wildman, 15 Broad Street, New York  
City.
Neal S. Zeigler, Johnston Building, Charlotte.
Palmer C. Bakken, Dahl Building, Bismarck.
Gordon S. Battelle, 121 W est Second Street, Dayton; Walter D. W all, 
44  W est Gay Street, Columbus.
Burney R. Clack, 5528 South Owasso, Tulsa.
Ray H. Lesher, Guaranty Building, Portland.
Ernest Crowther, 239 Fourth Avenue, Pittsburgh; Horace P. Griffith, 
Girard Trust Company Building, Philadelphia; Edward P. Moxey, 
Jr., 1416 Chestnut Street, Philadelphia; Clarence L. Turner, 1530  
Chestnut Street, Philadelphia.
William W . Larkin, Masonic Temple, Manila.
William A. Waymouth, P. O. Box 54, San Juan.
John J. W all, Hospital Trust Building, Providence.
Lloyd L. Wilkinson, Jr., P. O. Box 45, Columbia.
C. O. Quickstad, Granite Block, Watertown.
Harry M. Jay, Bank of Commerce Building, Memphis.
Joseph E. Hutchinson, Jr., Harvey Snider Building, Wichita Falls.
Lincoln G. Kelly, Walker Bank Building, Salt Lake City.
Charles F. Brooks, 99 East State, Montpelier.
Andrew F. Stewart, 1101 Grove Avenue, Richmond.
E. J. Calloway, W . R. Rust Building, Tacoma.
Harry R. Howell, New Kanawha Valley Building, Charleston.
Carl E. Dietze, 213 W est Wisconsin Avenue, Milwaukee.
Charles H. Reimerth, O. S. Building, Casper.
INSURANCE A G EN T BANKERS
On several occasions attention has been 
called to the disagreements which have arisen 
between bar and banking associations over 
the increasing inroads being made in legal fees 
by banks extending their trust activities. Com­
mittees on Illegal Practice in several State bar 
associations have discussed and agreed on cer­
tain amendments which have been thought de­
sirable.
Another tendency of banks over-stepping 
clearly defined rights has recently developed 
where, in some cases, especially it is under­
stood in smaller communities, banks have en­
tered the field of writing insurance as offering 
an added source of income to the bank, or, we 
suspect, in some cases to one of its officers.
Recently the Attorney General of Illinois 
rendered an opinion to the effect that while 
such an activity might be convenient it could 
not be construed as an incidental power of the 
bank in exercising its right to loan money 
on either personal or real estate security. Fol­
lowing this ruling, the State Insurance Com­
missioner announced that he would decline to 
issue licenses to banks to act as agents in the 
writing of insurance.
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E l e v e n t h  A n n u a l  M e e t in g
T h e  A m e ric a n  Society o f  C ertified  Public A cco u n ta n ts  
Indianapolis, Indiana, Septem ber 26-29, 1932
T EN T A T IV E PROGRAM
Monday Afternoon — Golf
Evening — Entertainment
Tuesday Morning — Board of Directors
Afternoon — Convention of Representatives 
Board of Directors 
Evening — Round Table— State Board Members
Entertainment
Wednesday Morning — First Program Session
Afternoon — Round Table— State Society Officials 
Evening — Board of Directors 
Keno
Order of Twelve
Thursday Morning — Second Program Session 
Afternoon — Round Table Discussion 
Evening — Banquet
Special day programs for the ladies.
The North American Newspaper Alliance 
sent out under date of June 10, a column 
article showing the way in which the State 
of Maine had recently modernized its book­
keeping system by the introduction of machines 
for recording its various financial activities.
The machinery utilized is leased by the 
State from the manufacturing machine com­
pany. This revolution, so far as record keep­
ing is concerned, followed the passage of a 
new administrative code which wiped out 
twenty-eight State agencies and established 
four agencies to which all of the governmental 
interests of the State were entrusted. The 
article concludes by the statement that Maine 
closed its affairs a year ago with its receipts 
nearly a million dollars in excess of its expen­
ditures and with no appreciable shrinking in 
the State revenue.
A recent issue of Domestic Commerce, is­
sued by the Bureau of Foreign and Domestic 
Commerce of the United States Department 
of Commerce, carries some interesting figures 
with regard to the concentration of retail 
trade in a relatively small number of counties.
A summary of the tables is to the effect 
that in five states more than half of the total 
retail trade of the State is concentrated in one 
county and in seven other states more than 
half is concentrated in two counties.
In twelve other states one county has be­
tween 25%  and 50%  of the total retail trade 
of the State and in twelve other states the 
retail trade in two counties is between 25%  
and 50%  of the total for the entire State.
In nine states a single county furnishes from 
10%  to 25%  of the total retail volume and in 
three other states the same percentage is to be 
found in two counties.
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I N D I A N A P O L I S
“T h e  L ogical C on ven tion  C ity  of the N a tio n ”
I NDIANAPOLIS, the capital city of Indiana, 
is widely known as the logical Convention 
City of the United States, and has only won 
this title through its merits. Situated as it is 
in the heart of the country, 
its accessibility alone makes 
it the ideal location for hold­
ing conventions. In addition 
to that feature, it has in­
numerable points of interest 
and a historical background 
of unusual significance to the 
visitor.
The first thing one notices 
in the downtown district of 
Indianapolis, the Cross-Roads 
of the Nation, is the Soldiers’ 
and Sailors’ Monument in 
the Circle. Erected shortly 
after the Civil W ar on the 
site of the home of the first 
governor of Indiana, this fine 
dignified shaft, which is sec­
ond in height only to the 
Washington Monument in 
Washington, is the axis 
around which the rest of the 
city rotates, and the observer 
will note other points in 
which the Indiana city resem­
bles in appearance and char­
acter the national capital.
Like the City of Washington,
Indianapolis was not born; 
it was legislated. Seven years 
after the admission of the 
State of Indiana to the Union,
Indianapolis was selected as 
its capital, and was surveyed 
by a competent engineer who 
had assisted in planning the 
city of Washington.
Quite the outstanding land­
scape and architectural feature to be observed 
from atop the Monument at the present time 
is the massive structure that has been completed 
in the center of five downtown city blocks, the 
Memorial Plaza to Indiana’s participation in the
Great W ar, which involves the expenditure of 
approximately fifteen million dollars. The Me­
morial proper is a square shrine with a pyrami­
dal dome ninety-six feet high.
Soldiers’ and Sailors’ Monument
Of especial interest to book-lovers is the fact 
that Indianapolis is the home of Booth Tark­
ington, celebrated author and playwright, and 
Meridian Nicholson, whose fame is equally 
widespread. William Herschell, the "Indiana
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Poet,” claims Indianapolis as his home, and 
too, Indianapolis holds the Shrine to which 
thousands of children and grown-ups make 
pilgrimages in loving memory of that immortal 
poet, James Whitcomb Riley. It is a modest 
red brick home on Lockerbie Street, not more 
than a stone’s throw from the Murat Temple 
and Theatre, one of the largest Masonic struc­
tures in the United States. No visitor could come 
away from the home of Riley without feeling 
that he had come close to that dearly beloved 
character, for the house contains the furniture 
which he had used, and his unpretentious, 
book-lined study recalls memories of his oft- 
repeated works. This little home has been set 
aside as an Indianapolis institution, and is being 
preserved to posterity as a monument of his 
admirers to the faith and trust which he so 
nobly bore. As a fitting tribute to one of 
Indiana’s finest and highest types of men, 
Riley’s remains rest in Crown Hill Cemetery, 
on a mound which marks the highest spot in 
Indianapolis.
A well-known writer has said of Indianapolis 
that like a charming woman, proud of her 
beauty, she is tireless in adding to her attrac­
tiveness. This statement may be borne out by 
the fact that architecturally, Indianapolis ranks 
among the first cities of the land. The Public 
Library is conceded to be quite the finest ex­
ample of severe Greek architecture in America. 
The Federal Building, which occupies the entire 
block between New York, Pennsylvania, Ohio 
and Meridian Streets; the City H all; the Cham­
ber of Commerce Building, facing University 
Park; the Scottish Rite Cathedral; the new 
National Headquarters of the American Legion 
in the Plaza; the Indianapolis Athletic and 
Columbia Clubs; and the National Guard 
Armory; these and some of the finer business 
buildings, banks and hotels are far above the 
level of the usual municipal architecture.
Ten miles to the North of the city is Fort 
Benjamin Harrison, the United States Army 
Post, which now houses the troops of the 11th 
Infantry and an aerial squadron. Approximately 
five miles to the North and W est is the Indian­
apolis Motor Speedway, the greatest track in 
the world.
It will doubtless be interesting to the visitors 
to know that the Convention City has a popula­
tion of approximately four hundred thousand 
people; the largest traction terminal passenger 
station; as well as one of the largest traction
freight stations in the world; a Union Station 
covering seven acres, with all entering tracks 
elevated; crops within one hundred miles 
valued at five hundred millions per year; grain 
clearings through the Indianapolis Board of 
Trade of seventy-five millions annually; and 
illiteracy of less than two and one-tenth per 
cent.
Indianapolis is situated only sixty miles from 
the center of population of the United States. 
More than two million people live within two 
hours’ ride of Indianapolis, and more than sixty 
million more can reach the city over night. 
There is a daily transient population in the city 
of 20,000  people. To take care of this large 
influx of visitors, the railroads have provided 
through Pullman service from practically every 
railroad terminal of any size in the United 
States. Seventeen steam lines, a network of 
electric interurban lines, and more than a score 
of bus lines converge here. Indianapolis acts 
as a hub to a number of large trunk lines in­
cluding the C. I. & L., Big Four—New York  
Central, Pennsylvania, B. & O., Illinois Central 
and the Nickel Plate Railroads.
Indianapolis is easily as accessibly by auto­
mobile as by train. It is the intersection of two 
transcontinental motoring routes of the United 
States arterial highways systems and the con­
verging points of a number of hard-surfaced 
national and State roads. The State of Indiana, 
as a whole, has long been known for her 
wonderful highway system and has acquired 
the title of "The Tourists Paradise” on account 
of this. The transcontinental routes are the 
National Old Trails Road from Washington,
D. C , to Los Angeles, and the Pikes Peak 
Ocean to Ocean Trail from New York and 
Philadelphia to San Francisco. From the stand­
point of distribution of population, it is safe 
to say that all roads lead to Indianapolis.
This flourishing mid-west city is not content, 
however, to be merely the population center 
of American life. Her aim is to become the 
center of production, the center of culture, and 
the center of beauty in this great country of 
ours, and is making rapid strides toward her 
ultimate goal.
In these ways and in many other ways, 
Indianapolis is the All-American city of the 
United States, and the ideal location for the 
1932 convention of The American Society of 
Certified Public Accountants.
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P u b l i c i t y  a n d / o r  A d v e r t i s i n g
By D. W . Sp r in g er , C.P.A.
F ORTUNE, the dollar an issue or ten dol­
lars a year, 11x14 inch page magazine, 
with 55,000 regular subscribers, devoted ten 
pages in its June issue to a presentation which 
will be valuable to practitioners of public ac­
countancy. The various divisions of the 
article were: Certified Public Accountants, 
Plums, Architects of the U. S. Balance Sheet, 
Appendix: Career of a C.P.A.
This is the most elaborate piece of ac­
countancy publicity and/or advertising which 
the Secretary recalls ever having been gratui­
tously furnished by any publication, publicity 
for the profession— advertising of the prac­
titioners.
Two recent events were without doubt the 
reason for the article. Direct reference is 
made to one, the death of Ivar Kreuger with 
the resultant discovery of his business irregu­
larities. The other relates to current sugges­
tions that more information concerning the 
findings in the reports of independent ac­
countants should be furnished stockholders 
by directors, coupled with an agitation for 
such changes in Blue Sky or Security laws 
as would require an independent auditor’s re­
port for all corporations whose stocks or 
bonds were offered for public sale.
The article, extremely well-written, con­
tains some errors in statement, probably 
largely due to the fact that the writer took 
it for granted that conditions as seen in New 
York represented conditions existing through­
out the entire United States. It is the largest 
business and financial center in the United 
States and therefore one to which certified 
public accountants from every other State in 
the Union have naturally gravitated, follow­
ing the transfer of the financial interests of 
their clients from other states to this center. 
Conditions underlying all professions in New 
York are on a much larger scale than else­
where but not necessarily typical.
The article traces the history of public ac­
countancy from its English origin to its pres­
ent recognized status in this country as a pro­
fession, referring to the fact that certified 
public accountants are the only individuals
"not lawyers allowed to plead before the 
Board of Tax Appeals in Washington, a 
body which has the standing of a U. S. 
Court.”
The distinction between the issuance of 
certificates based on facts and those based on 
opinions is very clearly brought out. The 
article speaks of various functions of the ac­
countant and yet it does not make reference 
to the subject of Classification of Account­
ancy Services, the topic which has been more 
often discussed in State Society meetings dur­
ing the last year than any other.
Under the title "Plums,” a list is presented 
of the accounting firms most often repre­
sented in balance-sheet certificates prepared 
for corporations listed on the New York  
Stock Exchange. Of 1,056 corporations so 
listed, 701 report the names of the auditor. 
Fifteen accounting firms are named as pre­
paring the certificates for 565, the other 136  
being prepared by accounting organizations, 
no one of which evidently represents more 
than six listed corporations.
Under the heading "Architects of the U. S. 
Balance Sheet” individual write-ups of ac­
counting organizations appear under the 
firm name heading, special attention being 
given in each case to one individual. Therein 
lies the advertising feature of the article, so 
far as the practitioner is concerned.
The page devoted to the "Career of a 
C.P.A .” is extremely interesting. It depicts 
the efforts of the ambitious young man from  
the time when he first feels the urge to be­
come a public accountant, through his ef­
forts by study and practice to secure a C.P.A. 
certificate, during and following which he 
moves through the various grades until per­
chance a partnership opens to him in an al­
ready established concern. Sometimes he em­
barks as an independent practitioner on his 
own account and often he finds allure in the 
opportunities which come to him, as the re­
sult of his professional practice, to connect 
up with big business in one of the many 
positions for which the well-qualified C.P.A. 
has received a valuable training. The closing
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sentence of this page recites the opinion of 
the author that "The accountant’s abilities 
and responsibilities are out of all proportion 
to the money he receives for exercising them.”
Practically every time an especially fine 
piece of publicity is discussed some one raises 
the question as to the advertising features 
connected therewith. The Secretary has never 
sympathized with the idea that advertising, 
even deliberately entered into by an indi­
vidual member of any profession, was per se 
a bad thing. Certainly where publicity of a 
cause can best be illustrated by personal ex­
amples a profession should recognize that 
ordinarily leaders reflect credit. The story 
that Fortune told would have lost much of 
its value in the mind of the reader had in­
dividuals not been introduced for illustrative 
purposes.
Accountancy would be much further ad­
vanced today than it is, and it has made 
more progress during the short period of its 
history than any of the other professions 
made in a corresponding period in their de­
velopment, had a type of group publicity, 
such as centers around the Stock Exchange 
in this particular article, been found possi­
ble, not only in every State in the Union but 
in many of the cities, as a result of which 
human interest stories based on a group 
theme, had called the practitioners of public 
accountancy to the attention of not only busi­
ness men as ordinarily understood but busi­
ness individuals as represented by investors 
of all types from the smallest to the largest. 
Such an article as this particular one is not 
adapted to all the various states and com­
munities but no State or goodly sized city 
lacks something around which a story could 
he woven which has publicity value to the 
profession, even though in telling the story 
some individuals might seem to be adver­
tised for the purpose of bringing out the 
human-interest side.
Certified Public Accountant is the term by 
which members of the profession of public 
accountancy are known. N o other term and 
no other official relationship will supersede 
that in the minds of the business public. Its 
value as a designation is increasing with each 
year. Within the last three weeks the Secre­
tary has had requests from three banking 
institutions in the City of New York asking
for the standing of certified public account­
ants in three different states, one in the east, 
one in the south and one in the west. Al­
though one individual inquired about is an 
officer of another national accounting body, 
that fact did not seem to so impress the bank­
ers in question but that they desired to know 
his standing as a certified public accountant.
Some time since, the Secretary had a long 
distance telephone call from a business house 
in New York, the third largest business con­
cern of its particular kind in the United 
States, asking whether one of the first six ac­
counting organizations listed in the Fortune 
article was composed of certified public ac­
countants or not. It had before it for desired 
credit purposes an audit report on a prospec­
tive customer, the certificate signature to which 
did not so indicate. That particular company 
was in the habit of giving credence to audit 
reports of certified public accountants— there­
fore their long distance inquiry. In this case 
the Secretary assured them that the account­
ants were certified public accountants and 
that they would sign audit reports in that 
manner if requested, the firm maintaining an 
office in Michigan and being listed with the 
Michigan Board as Certified Public Account­
ants.
Some one on the Fortune staff saw an in­
teresting story at this particular time and set 
about to secure sufficient details to give it a 
proper setting. Some one or more persons 
in the profession assisted, for no one outside 
of the profession, no matter how well-trained 
he was in business affairs, could have written 
th e  article as it appeared without assistance. 
To the author and his co-laborers the profes­
sion owes its thanks for the publicity and the 
individuals whose pictures adorn the article 
are entitled to any advertising value connected 
therewith because each has in his individual 
capacity earned a place as a leader in the 
profession. It is a good example for State 
Societies to follow.
The press dispatches of May 26 call atten­
tion to the fact that King Carol has brought 
in sixteen French accountants for the purpose 
of attempting to straighten out the tangle of 
the State accounts.
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T h e  M a j o r  C a u s e s  o f  B u s i n e s s  F a i l u r e s
By H e r r m a n n  H e r s k o w i tz ,  C. P. A., N ew  York City
T H E  ruling powers of ancient Rome took 
legal cognizance of the hard-pressed 
debtor. The insolvent debtor of his own ac­
cord could transfer the whole of his estate 
for the benefit of creditors ( cessio bonorum). 
If an act of bankruptcy was committed, the 
creditors might demand such transfer. Vol­
untary bankruptcy, if justifiable, was encour­
aged. The bankrupt in this way avoided exe­
cution against his person and escaped legal 
infamy. A complete discharge was not ac­
corded to the debtor. An involuntary bank­
rupt subjected himself to both civil and crim­
inal liability.
The severity of ancient bankruptcy laws 
has been lightened, due no doubt to the de­
sire of effecting a more elastic business struc­
ture. W ith all the advantages of painful ex­
periences and a greater dissemination of the 
knowledge of business, failures are still a re­
curring phenomena. It is staggering to realize 
that for the period 1857 to 1931 over 828,000  
business establishments have failed. The total 
liabilities of these concerns amounted to close 
to sixteen billion dollars, or nearly enough 
to wipe out our present national debt.
This appalling economic loss has been the 
motivating force in directing attempts to de­
termine the causes of business failures. The 
Bradstreet Company has published for many 
years failure statistics. Bradstreet’s definition 
of a business failure is that, "it must involve 
some loss to creditors of individuals, firms 
or corporations engaged in ordinary commer­
cial operations.”
The personal element is stressed by Brad­
street’s in their division of the causes of fail­
ure into two groups:
A. —  Due to Faults o f Those Failing.
1. Incompetence (irrespective of other 
causes).
2. Inexperience (without other in­
competence) .
3. Lack of Capital.
4. Unwise Credits.
5. Speculation (outside regular busi­
ness) .
6. Neglect of Business (due to doubt­
ful habits).
7. Personal Extravagance.
8. Fraudulent Disposition of Prop­
erty.
B. — Not Due to Faults o f Those Failing.
1. Specific Conditions (disaster, war, 
floods, trade depression, etc.)
2. Failures of Others (of apparently 
solvent debtors).
3. Competition.
The percentages of the number of failures 
in the United States for the year 1931, classi­
fied as to causes, are interesting and illumi­
nating: (As compiled by Bradstreet’s ) .
Failures due to: Number
Incompetence 21.7%
Inexperience 4.8
Lack of Capital 31.5
Unwise Credits 1.7
Failures of Others 2.3
Extravagance .4
Neglect .5
Competition 2.3
Specific Conditions 33.9
Speculation .1
Fraud .8
100%
A closer examination of the figures reveals 
the fact that competition plays a minor part 
in business plagues. This is in contradistinction 
to crystallized opinion, which holds that the 
condition of too many in business leads to 
ultimate failure. In support of the soundness 
of Bradstreet’s competition factor, the fol­
lowing figures are offered:
Number of Business
Establishments Per Cent
( Compiled by ) to
Year Population (R. G. Dun & Co.) Population
1870 38,558,371 427,230 1.11
1880 50,155,783 746,823 1.49
1890 62 ,947 ,714 1,110,590 1.76
1900 75 ,994 ,575 1,174,300 1.55
1910 91 ,972 ,266 1,515,143 1.66
1920 105,710 ,620 1,821,409 1.72
1930 122,775 ,046 2 ,183,008 1.78
W hile there were at the end of 1930 twice
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as many business establishments as in 1890, 
it must be remembered that the population 
for the same period doubled itself. It may 
be true that the financial strength and pro­
ductive powers of business establishments to­
day are greater, nevertheless, from the view­
point of numbers, the percentage to the total 
population in 1890 was 1.76 as against 1.78 
in 1930.
Eliminating personal causes, one is im­
pressed by the close relationship existing be­
tween the extraneous factors. Is not there an 
underlying and all powerful organic economic 
disease making for unwise credits, incompe­
tence, lack of capital, failures of others, com­
petition and specific conditions?
W hen prices of commodities advance, the 
majority of merchants participate in the re­
sulting profits. The more enterprising, reck­
less and speculative pyramid with the result 
that book profits keep mounting. When  
prices recede all except the very nimble are 
caught in the storm. Continuing declines 
aggravate the business firmament and all 
merchants carrying inventories suffer. W ith  
prices in a constant state of flux, how can 
the failure germ be isolated?
Is it possible to definitely prescribe and 
state that a certain percentage is due to in­
competence, inexperience, lack of capital or 
other causes? It is undeniably true that the 
personal element or sound management is 
an essential ingredient of success. But, when 
crude rubber declined from a dollar a pound 
to four cents, losses were inevitable, the per­
sonal element notwithstanding. Inexperience, 
extravagance, neglect, speculation and fraud 
are the inherent characteristics of some mer­
chants. To wholly attribute failures, how­
ever, to unwise credits, incompetence and lack 
of capital as faults of the failing is fallacious. 
The extension of credit becomes unwise when 
the debtor cannot pay. W hy is he unable to 
pay? The transformation from ability to in­
competence is accomplished when profits turn 
to losses. Sufficient capital becomes insuffi­
cient, when inventory valuations are cut in 
half.
Turning to the non-personal causes, we 
find that specific conditions as defined by 
Bradstreet’s means disaster, war, floods, trade 
depression and unseasonable weather. Out­
side of the acts of God, the greatest percent­
age in this delineation is depression, which
is another name for falling commodity 
prices. Failures of others and competition 
are brought about by the same condition. 
Employing the causes defined by Bradstreet’s 
and using their figures, a regrouping into 
basic causes, results in the following:
Percentage
A. Failures due to purely number of
personal causes failures 1931
Inexperience 4 .8%
Extravagance .4
Neglect .5
Speculation .1
Fraud .8
6.6%
B. Other personal causes
Unwise credits ( 1 /3  of 1 .7 % ) .6 
Incompetence ( 1 /3  of 2 1 .7 % ) 7.2 
Lack of capital
( 1 /3  of 3 1 .5 % ) 10.5
18 .3%
C. Acts o f God
Specific conditions
(2 0 %  of 33 .9 ) 6 .8%
Total due to purely personal 
causes and acts o f God  31.7%
Percentage of
D. Failures due to falling  number of
commodity prices failures
Unwise credits (2 /3  of 1 .7 % ) 1.1%  
Incompetence ( 2 /3  of 2 1 .7 % ) 14.5 
Lack of capital
(2 /3  of 3 1 .5 % ) 21.0
Failures of others 2.3
Competition 2.3
Specific conditions
(8 0 %  of 3 3 .9 % ) 27.1
68 .3%
The segregation of unwise credits, incom­
petence and lack of capital under personal 
causes and falling commodity prices is rea­
sonable. W hile the mathematical division 
employed is arbitrary, it must be remembered 
that declining prices accelerate failures, con­
vert profits into losses and cause a shrinkage
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of capital.
Summarizing the results obtained, we find 
that the main causes of failures are due to:
Percentage of 
number of 
failures
Purely personal causes 24 .9%
Acts of God 6.8%
Falling commodity prices 68 .3%
100.00%
In other words, sixty-eight out of every 
hundred failures can be charged to that para­
dox of the economic structure, the cyclical 
inevitable decline in commodity prices.
If the conclusion reached is sound, a sur­
vey of commodity prices and business failures 
should show a close relationship. An exami­
nation of figures compiled by R. G. Dun & 
Co., for the period 1861 to 1931 sheds some 
interesting light on the subject. The Index 
Number used by R. G. Dun & Co., is a fair 
approximation of prevailing commodity 
prices. As explained in the booklet "Com­
modity Prices,” the index number "has the 
scientific foundation of a proper regard for 
the relative importance of each of the many 
articles in its compilation. By adopting a 
per capita consumption basis in computing 
the Index Number no single commodity has 
relatively more than its proper weight in the 
aggregate; wide fluctuations, therefore, in an 
article little used do not materially affect the 
total, whereas changes in the great staples 
have a larger bearing on the general result.”
Beginning with the Civil W ar in 1861, we 
find that Dun’s Index was $1 0 1 .920 and the 
number of failures that year amounted to 
6,993. For the next four years, business 
eliminations totalled 3,197 while the index 
in 1865 jumped to $ 1 9 4 .436.
With the ending of the Civil W ar, prices 
declined and the number of failures kept 
advancing. From a high of $1 8 8 .524, in 
1867, the index declined to $1 4 3 .089 in 
1873. Beginning with 2,780 failures in 1867, 
the number of unfortunates showed consist­
ent increases until it reached the figure of 
5,183 in 1873.
After the panic year of 1873, depression 
reigned until the last quarter of 1878. Low 
prices were the rule for most of the staples. 
Dun’s Index declined to $ 9 6 .268 in 1878
and the number of failures reached 10,478  
in 1878. In 1879, business activity increased. 
Commodity prices rose and with enormous 
crops at higher prices as a lifting force, a 
period of prosperity set in. The number of 
failures that year fell to 1,658.
Speculation and corners in commodities in 
1880 made for subsequent falling prices. To­
wards the latter part of 1882, prices declined 
and this condition continued until 1886. A  
comparison of the number of failures and
Dun’s Index follows:
Year Number of Failures Dun’s Index
1882 6,738 $1 2 3 .230
1883 9,184 107.248
1884 10,968 99.706
1885 10,637 90.697
1886 9,834 89.226
In 1887 slightly higher prices made for a 
reduction in failures of 200. Beginning with 
1888, the number of failures increased and 
in the panic year of 1893 rose to 15,242. In 
the meantime, Dun’s Index had declined to 
$ 9 0 .613. From 1894 to the end of 1898, 
prices again were lower and the number of 
failures in 1898 reached 12,186. The next 
year witnessed large crops and good prices 
and the number of failures declined to 
9,337.
From 1900 to the end of 1906 the average 
failures per year amounted to 11,409. The 
beginning of the panic in 1907 in the autumn, 
and its extension in 1908 made for stagnation 
in industry and trade. As commodities showed 
sharp declines failures rose and in 1908  
reached 15,690.
In 1909, a revival set in with cotton and 
wheat prices at record heights. Dun’s Index 
jumped to $ 119.021, and failures declined 
to 12,924. The next four years showed suc­
cessive increases in the failures culminating 
in the record total of 18,280 in 1914. The 
W orld W ar compelled the closing of the 
Stock Exchange from July to December. The 
decline in foreign trade and falling com­
modity prices caused a severe depression.
In 1915 business was on the upgrade, be­
ginning in industries manufacturing war ma­
trials. W ar prosperity did not permeate the 
entire business field and failures amounted 
to 22,156. Increasing activity and rapidly 
advancing prices caused a slackening of fa-
( Continued on page 419)
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I n d e p e n d e n t  A u d i t s  b y  C .  P .  A ’ s
Action of New York Chamber of Commerce
T AST fall the Chamber of Commerce of 
the State of New York appointed a Special 
Committee on Auditors of Corporation Ac­
counts consisting of Frederick J. Lisman, 
Chairman; Frank Gulden, James F. Hughes, 
Frederick H. Hurdman, James B. Mabon, 
W alter W . Naumburg, Andrew V. Stout and 
Ernest C. Wagner.
The accountancy profession was repre­
sented on the committee by Messrs. Hughes 
and Hurdman, former presidents of The 
American Society of Certified Public Ac­
countants and the American Institute of Ac­
countants, respectively.
For some time there had been an under­
current of discussion in New York as to 
whether it would not be wise to establish in 
this country the English policy whereby audi­
tors were selected by stockholders rather than 
continue the American policy which vests in 
directors all responsibility for corporate man­
agement. While all agree that stockholders 
are entitled to more information than they 
have received in some cases, it is admitted 
that in many corporations stockholders have 
been furnished by the directors with all of 
the information which has been reported by 
the independent auditors.
Weaknesses in the American method have 
not been due to the manner of selection of 
auditors but to an absence of requirements 
as to the utilization of the auditor’s report. 
The most valuable changes which could be 
made in the present practice would require 
that every corporation should have an inde­
pendent audit, that at least the salient features 
of that audit should be mailed to stockhold­
ers and that an opportunity should be given 
any individual stockholder to inspect the com­
plete report.
It seldom happens in America that any 
meeting of stockholders is not controlled, 
through proxies, by the board of directors 
which board, in turn, as a matter of fact, re­
flects the opinion of its officers. Selection of 
the independent auditors by the stockholders 
would secure practically no different results 
than present methods, unless it did increase
the interest of the stockholders in matters of 
management. Even then it is of greater value 
to the public that director management be 
definitely charged with trustee responsibility 
to the stockholders.
The report of the committee, however, 
goes further than dealing with that particular 
feature in that it urges, and that, of course, 
is as far as the Chamber of Commerce could 
go, the inauguration of the practice of period­
ical audits by independent certified public ac­
countants. The discussion, therefore, of the 
source of appointment has produced a recom­
mendation which will be of value to the pub­
lic. At a meeting of the Chamber of Com­
merce of New York, held June 2, the fol­
lowing report of the committee was received 
and the resolutions submitted were unani­
mously adopted. A marked step in advance 
was thus made in recognizing the profession 
of public accountancy, represented by the 
Certified Public Accountant:
At the meeting of the Chamber on N o­
vember 5, 1931, a resolution was adopted 
authorizing a Special Committee on Auditors 
of Corporation Accounts. This Committee 
was instructed to make a particular study of 
"the question of establishing in this country 
the practice of having the stockholders of 
corporations elect the auditors in place of 
having them named by the Board of Direc­
tors or the management.”
Since its appointment, your Committee 
has given serious consideration to this sub­
ject and has reached the conclusion that the 
choice of a corporation’s auditors by its stock­
holders would be of distinct advantage. This 
would be especially so in the case of indus­
trial corporations whose accounts are not un­
der any Federal or State supervision. The af­
fairs and accounts of Federal and State banks 
and of railroads now have certain govern­
mental regulation intended to protect the 
stockholders and other parties concerned.
Your Committee believes, however, that 
this proposed change should be brought about 
by the action of each corporation rather than 
to have such procedure imposed by legislative
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enactment. It believes that unnecessary med­
dling with the details of business practice by 
legislative bodies cannot fail ultimately to in­
jure business.
Legislation on anything relating to the ac­
counting methods of incorporated business 
would be particularly undesirable due to the 
inexpertness of the average legislator on this 
subject. It is all too probable that a tendency 
would soon become evident looking toward 
uniformity which, if persisted in, would 
straight-jacket the logical and suitable de­
velopment of the varied types of accounting 
methods necessary for the wide range of en­
terprises which would be affected by such 
legislation.
It is believed that improvement in account­
ing practice and methods, as well as in re­
porting results to interested parties, can best 
be obtained through the intelligent efforts of 
those whose capital is at stake.
Serious criticism of the management of 
many corporate enterprises has become quite 
pronounced during the past few years. This 
criticism is directed both against supposed 
arbitrary acts of officers and to a studied fail­
ure on the part of management to keep stock­
holders advised as to the affairs of their com­
pany.
If confidence in incorporated business is 
to be maintained, it will require uniform co­
operation between shareholders and manage­
ment and uniform frankness on the part of 
management.
In order to accomplish this result it ap­
pears logical that the stockholders should 
have their own representative— the auditor—  
review the activities of management and re­
port on the affairs of their company.
The appointment of auditors by the stock­
holders would afford the former a degree of 
independence from the directors or manage­
ment of a corporation whose trusteeship is 
being reviewed and would enable the audi­
tors to bring to light conditions or policies 
injurious to the stockholders which might not 
come to their attention if auditors were ap­
pointed by the management. The sharehold­
ers are entitled to audits of their company’s 
business by accountants who are independent 
of the control and influence of its officers.
Your Committee realizes that in most cor­
porations directors enjoy the full confidence 
of stockholders, who send in their proxies
almost unanimously, when the votes of stock­
holders are essential. Nevertheless, the fact 
that the auditors are elected in theory at the 
annual meeting by the stockholders, instead 
of being merely hired by the management, 
materially strengthens the hands of the stock­
holders. In practice all parties concerned 
would be benefited by the change. Certainly, 
recent experiences in several directions show 
the need of better and more independent 
auditors.
In order that full effect be given to the 
proposed change it would, of course, be 
necessary to have the auditor’s complete re­
port available for inspection by sharehold­
ers. It is believed that the consequence would 
be a larger attendance of stockholders at an­
nual meetings and a deeper interest in cor­
poration’s affairs.
W e believe that this policy should be insti­
tuted by all corporations whose shares are 
dealt in publicly unless their accounts are 
already under Federal or State supervision. 
The greater degree of confidence in manage­
ment which would be inspired by such a 
course would eventually develop a desirable 
cooperation between stockholder and man­
agement and at the same time provide a 
check against unwise practices. If such a 
stabilizing influence became really effective it 
would benefit the business life of the entire 
country.
Your Committee believes that in addition 
to its recommendation of appointment of 
certified public accountants by stockholders 
in the case of companies whose shares are 
publicly traded in, it should also recommend 
that independent accountants be employed by 
all close corporations or firms who are bor­
rowers of money, in order to provide cred­
itors with the financial facts required for a 
proper understanding of the position of the 
borrower.
The following resolutions are, therefore, 
submitted for consideration:
Resolved, That the Chamber o f Commerce 
of the State of New York urges upon the 
directors of all corporations whose account­
ing methods are not under Federal or State 
supervision but whose securities are dealt 
in publicly, to amend their by-laws to require 
that independent certified public accountants 
shall be selected by the shareholders; that 
( Continued on page 440)
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W a s h i n g t o n ,  t h e  H u m a n  B e i n g *
By A lv in  W aggo ner , President of Board o f Regents of the University of South Dakota
'"T W E N T Y  years ago when women were 
struggling for the right to vote, a brilliant 
and sarcastic pamphlet was issued in their be­
half entitled, "A re Women Human Beings?” 
Sometimes it has seemed that an equally sar­
castic pamphlet might be written about the 
Father of our Country entitled, "W as W ash­
ington a Human Being?” Certainly all the 
tendency for more than a hundred years has 
been to dehumanize the man.
W hen we look at the portrait of Washing­
ton and see the artist’s conception of the man 
in powdered wig and ruffles and— if it be a 
full length portrait— in knee breeches, he 
seems unreal. He seems not of or from our 
country. He seems almost like a creature from 
another planet.
The fashions of his day seem strange to 
our modern eyes, and then due consideration 
must be given to the fact that Washington, 
like other men, probably put on his best 
clothes and all his frills for the portrait 
maker.
Besides Washington was, in some meas­
ure, unfortunate in his artist. Gilbert Stuart 
loved the frills and furbelows as did Gains­
borough. On a wall of one of the rooms 
of the National Portrait Gallery in London 
hangs one of the best of the several originals 
of Stuart’s George Washington. It has the 
beautiful powdered wig, the high collar, and 
the ruffled front we so frequently see. It is 
painted as Stuart loved to paint. On the walls 
of an adjoining room of the same gallery 
hang portraits of Doctor Samuel Johnson and 
Oliver Goldsmith, painted by Sir Joshua Rey­
nolds at about the same time that Stuart paint­
ed his Washington. But Reynolds conceived 
his Johnson and his Goldsmith without frills 
and lace. They look like human beings, as 
they both were. And as you look at them 
you think it a pity that Reynolds could not 
have painted the portrait of Washington.
*This year the United States is celebrating the 
bicentennial anniversary of the birth of its first 
President. It is therefore appropriate to present 
in this issue an address delivered before a joint 
session of the South Dakota State Legislature, 
Feb. 22, 1932.
In this connection it may be remarked in 
passing that, under the hand of Gutzom Borg­
lum, distinguished American sculptor, on the 
bold face of Mount Rushmore in the Black 
Hills of South Dakota, a new face of W ash­
ington is slowly taking form. W hen this is 
completed we shall have the figure of another 
Washington, the product of real historic in­
sight, without lace and frills, the face and 
features of a human being.
But Washington has also been unfortunate 
in his biographers, possibly more so than any 
other American. They have written of him, 
in a measure, as Stuart painted him. The early 
biographers saw only his great virtues, or at 
least, they tried hard to hide his very human 
faults. They wrote as if they were trying to 
describe for us a Saint George Washington. 
Among them Marion Weems and Washington 
Irving. And the recent biographers have gone 
to the opposite extreme, chief among them 
Rupert Hughes, and have tried to make of 
Washington a Devil. As a matter of fact 
Washington was neither a saint nor a devil. 
He had some of the noblest virtues of any 
American, and he practiced most of the petty 
vices of his day. He loved horse-racing and 
fox-hunting. He drank wine! So did all his 
neighbors! He owned and operated a legal 
distillery, and the guess may be ventured that 
no man, possesseed of a distillery, ever drank 
so little as did Washington. He played cards. 
And for Money! One of his sensational, de­
tracting biographers makes much of the charge 
that Washington played cards for money. For­
tunately within recent years the complete bulky 
diary of Washington has been published, and 
we now know all about his card-playing. He 
seems to have been one of the few men in all 
the history of the world who ever kept a faith­
ful, honest, day by day, and week by week, 
account of his winnings and losses at cards. 
Washington told the truth, at least to himself, 
the next morning. This diary in his own care­
ful hand shows that from January 7, 1772  
to January 1, 1775, exactly three years, W ash­
ington won seventy-two pounds, two shillings, 
six pence, and lost seventy-eight pounds, five 
shillings, nine pence, and we find this entry:
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"By balance against play from January, 1772, 
to this date six pounds, three shillings, three 
pence.” In other words this man, whom a 
certain sensation-loving biographer w ou ld  
have us believe was a confirmed gambler lost 
at cards in three years $29.83.
So neither the artists nor the writers have 
dealt kindly, accurately, humanly with W ash­
ington. No artist has painted Washington, 
"mole and all” as Oliver Cromwell demanded 
that he be painted. And it is strange, indeed, 
that the Father of Our Country has no biog­
raphy outstanding for faithfulness to the facts 
of history. W hat a pity that we do not have 
a biography of Washington to compare with 
Boswell’s Life of Samuel Johnson or Lock­
hart’s Life of Sir W alter Scott. Washington 
was a fit subject. The fault is with the biog­
raphers.
For Washington was most human, and he 
was typically American. In many respects he 
stands at the threshold of the past and helps 
to usher in our modern life. For example, 
and as a generalization that should possibly 
not be pressed too far, before his time men 
quarrelled about religion; since his time they 
have quarrelled about government. W e have 
no real quarrels about religion in our modern 
world, nothing like the Thirty Years W ar 
that cost Germany a third— some say a half—  
of its population, but the quarrelling goes on 
apace about government. Washington was in 
the thick of one such quarrel, the American 
W ar for Independence, and close on its heels 
came an even greater quarrel about govern­
ment, the French Revolution. Before W ash­
ington’s day the discussions among men were 
about beliefs. There the shoe pinched and its 
pinching led, in a large measure, to the settle­
ment of the Colonies. Now men discuss taxes! 
It should not be forgotten that on this con­
tinent, at least, Washington and his fellows 
started the discussion about taxation. There 
the modern shoe pinches.
And again Washington stands at this same 
threshold of the past and ushers in this ma­
chine age of ours. W e do not generally re­
member that our present bedeviling machine 
age began in Washington’s time, and that he 
participated actively in getting it going. W e  
think of Franklin as the inventor of that day. 
He was hardly more of an inventor than was 
Washington. Washington perfected the break­
ing plow in something like its modern form.
He invented one of the first grain drills ever 
used in America. This he made from a barrel 
revolving upon a two-wheeled axle passing 
through the center. A series of holes bored 
around the middle dropped the seed grain into 
a shoe formed much like the modern grain 
drill. At Mount Vernon some "crank,” be­
cause he knew Washington would be inter­
ested, exhibited a model of a boat to be pro­
pelled by steam. Within ten years after W ash­
ington’s death the first steamboat successfully 
navigated the Hudson, and within another 
twenty years the first railroad train steamed 
out of the City of Washington for Baltimore.
And still again Washington stands at the 
threshold of what now seems a very remote 
past and helps to usher in our urban age. Be­
fore his time men lived in the country and 
thought the country a very proper place for a 
normal, wholesome life. Washington himself 
was a country-dweller. Those who have stood 
in front of the Mansion House at Mount Ver­
non and have looked across the Potomac at the 
distant hills of Maryland, have been enthralled 
with the view and know that Washington 
built one of the most spacious, lordly country 
estates in America. Washington was probably 
never in a town of more than 5,000 people 
until the eve of the Revolution, when he had 
become a national figure. He was the first 
and also the last of our country-dwelling presi­
dents in a magnificent way.
Washington was, in fact, the only real far­
mer we have ever had for President. In re­
cent years we have developed the phrase "dirt 
farmer” to distinguish the actual farmers who 
are land poor, oppressed by an ever-growing 
burden of taxation, and have nowhere to turn 
to meet the recurring deficits of succeeding 
years, from office-chair farmers equally land 
poor, equally oppressed by taxation but who 
are able to turn to the income of a law-prac­
tice to meet the recurring deficits of succeed­
ing years. Washington was a "dirt farmer.” 
He grew tobacco, wheat, oats, Indian corn, 
and experimented with many other hay and 
grain crops. He grew cattle, horses, hogs, 
poultry and negroes! He seems to have tried 
every sort of fruit and vegetable then grown 
in any part of the colonies and to have im­
ported many strange varieties from remote 
parts of the world.
In South Dakota we think alfalfa a modern 
crop. As a matter of fact it is one of the oldest
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cultivated crops in the world. The word al­
falfa itself is an Arabic word meaning "the 
best crop,” and it was grown in Arabia when 
the Queen of Sheba visited King Solomon. 
And alfalfa was grown at Mount Vernon by 
Washington 170 years ago.
And besides all this, it illuminates the hu­
man side of Washington to consider that he 
seems to have had the ordinary farmer’s con­
tinuing hard luck. Like other Virginia far­
mers of his day he was frequently indebted to 
his factors or agents in London. On one 
occasion he wrote Robert Cary and Company 
in London, who had written urging payment 
of a balance due them, that they seemed in a 
bit of a hurry considering the extent of past 
dealings between them, "Mischance rather 
than misconduct hath been the cause of delay 
in payment,” he explained. He wrote them 
that crops had been poor for three seasons 
and prices bad. And he ended his letter by 
saying that he had unfortunately purchased 
too much land! Certainly the complaint has a 
modern tone.
In 1786 Washington poured out his heart 
in a letter to his mother in this fashion:
"I have now demands upon me for more 
than 500 pounds, 340 odd of which is due for 
the tax of 1786 ; and I know not where or 
when I shall receive one shilling with which 
to pay it. In the last two years I made no 
crops. In the first I was obliged to buy corn, 
and this year have none to sell, and my wheat 
is so bad I can neither eat it myself or sell it 
to others, and tobacco I make none.”
It is interesting that in 1789 when W ash­
ington traveled to New York to be inaugu­
rated the First President of the United States 
he was financially so embarrassed that he had 
to borrow the money for the expenses of the 
trip.
Moreover, it should strike the chords of a 
deep fellow-feeling in every modern farmer’s 
heart to read in Washington’s diary of his 
never-ending troubles with hired help. Such 
help as he could get, both white and black, 
seems to have been hopelessly lazy. He re­
counts how a number of carpenters hewed 
only about a hundred board feet each of tim­
bers in a day when he was not nearby; so he 
tried the expedient of sitting by and watch­
ing them for a full day, and thus determined 
that each man if he wanted to, could hew ap­
proximately 500 feet in a day.
The drunkenness of hired help plagued 
him, and his troubles in that connection ap­
pear from more than one contract of employ­
ment in his own hand now preserved in the 
Congressional Library at Washington. One 
of these contains the following proviso:
"And whereas there are a number of whis­
key stills very contiguous to the said Planta­
tion, and many drunken, idle and dissolute 
people continually resort to the same, priding 
themselves, in debauching sober and well-in­
clined persons, the said Edward Violett doth 
promise as well for his own sake as his em­
ployer’s to avoid them as he ought.”
The problem could not always be handled 
in this simple fashion as is shown by W ash­
ington’s contract with Philip Bater, who evi­
dently had a most human weakness for the 
product of these same stills. This contract 
was drawn up by Washington and executed in 
1787 and in consideration of Bater’s agree­
ment "not to be disguised with liquor except 
at times hereinafter mentioned” it is provided 
that the said Philip Bater shall be given "four 
dollars at Christmas with which he may be 
drunk four days and four nights; two dollars 
at Easter with which to effect the same pur­
pose; two dollars at Whitsuntide to be drunk 
for two days; a dram in the morning and a 
drink of grog at dinner at noon.”
But Washington was above all things else a 
livestock farmer. In 1782 he wrote:
"My countrymen are too much used to corn 
blades and corn shucks; and have too little 
knowledge of the profits of grass land.”
This is a bit of reasoning like that of an 
old-time cattle rancher west of the Missouri 
River. The following from another letter of 
Washington is still more directly towards the 
same point:
"Frequently land is ruined by plowing it 
up. N o more cattle is raised than can be sup­
ported by low-land meadows, swamps, etc., 
and the tops and blades of Indian corn; as 
very few persons have attended to growing 
grasses, and connecting cattle with their crops.” 
Indeed Washington seems to have managed 
his establishment at Mount Vernon in many 
respects in line with the fashion later adopted 
by these same old-time beef-cattle ranchers 
west of the Missouri River, because only a few 
days before his death he wrote:
"And it is to be hoped and will be expected 
that more effectual measures will be pursued
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to make butter another year; for it is almost 
beyond belief, that from 101 cows actually re­
ported on a late enumeration of the cattle, that 
I am obliged to buy butter for the use of my 
family.”
Indeed, the old cattle ranges may rise in 
the ghostly glories of their past and claim 
George Washington as their patron saint. His 
diary discloses not only these prejudices against 
plowing up good grass land, but discloses also 
that he branded his cattle; that his brand was 
G -W ; that he had it duly recorded; and that 
he placed it upon different parts of the body 
to indicate the different farms on which the 
animals were born.
Washington, as has already been recounted, 
grew horses, cattle, hogs, and sheep, but his 
chief distinction as a stock-grower is that he 
was the first American who ever grew mules. 
At the close of the eighteenth century nearly 
all the mules of the world were grown in 
Spain. In any event most of the jacks were 
in that country and there was a heavy penalty 
against their exportation to other countries. 
Washington, desiring to embark in the busi­
ness of growing mules wrote the American 
Ambassador at Madrid. The King of Spain 
was proud to make a present to General 
Washington and a jack and three jennets were 
shipped by a long ocean voyage to Mount 
Vernon. This new experiment was entirely 
successful and at the time Washington made 
his will he listed more than forty mules among 
the live-stock at Mount Vernon.
But is this not enough to make the point? 
Someone should take Washington from the 
pedestal where romancers and super-patriots 
have somewhat awkwardly placed him and 
exhibit him to his countrymen as a Great 
Common Man. It is a task for a careful, con­
scientious, judicious biographer. May the task 
soon be accomplished to the end that we may 
behold George Washington not as the con­
ventional aristocrat; not as a be-rufffed, be- 
wigged, be-powdered gallant gentleman in  
knee-trousers; not as a saint, nor a sinner, but 
as a plain, wholesome, likeable human being, 
one of the most human of all our great 
Americans.
H i s t o r y  R e p e a t s  I t s e l f *
From "The History of the Decline and Fall 
of the Roman Empire,” by Edward Gibbon 
(1 7 7 6 ) C h .V I.
(Ed. William Smith, pub. Bigelow, Brown 
& Co., p. 4 2 2 ) .
"The excise, introduced by Augustus after 
the civil wars, was extremely moderate, but 
it was general. It seldom exceeded one per 
cent; but it comprehended whatever was sold 
in the markets or by public auction, from the 
most considerable purchases of lands and 
houses, to those minute objects which can 
only derive a value from their infinite multi­
tude and daily consumption. Such a tax, as 
it affects the body of the people, has ever been 
the occasion of clamor and discontent. An 
emperor well acquainted with the wants and 
resources of the State was obliged to declare,
*In “Talking Shop” for June, page 344, reference 
was made to an address before the New York State 
Society by Henry B. Fernald in which he gave 
quotations from Gibbon’s “Decline and Fall of the 
Roman Empire.” The quotations are herewith 
presented.
by a public edict, that the support of the army 
depended in a great measure on the produce 
of the excise.”
(Footnotes state that this tax was two years 
later reduced to one-half by Tiberius, and 
abolished altogether by Caligula).
"W hen Augustus resolved to establish a 
permanent military force for the defence of 
his government against foreign and domestic 
enemies, he instituted a peculiar treasury for 
the pay of the soldiers, the rewards of the 
veterans, and the extraordinary expenses of 
war. The ample revenue of the excise, though 
peculiarly appropriated to those uses, was 
found inadequate. To supply the deficiency, 
the emperor suggested a new tax of five per 
cent on all legacies and inheritances. But the 
nobles of Rome were more tenacious of prop­
erty than of freedom. Their indignant mur­
murs were received by Augustus with his usual 
temper. He candidly referred the whole busi­
ness to the Senate, and exhorted them to pro­
vide for the public service by some other ex­
pedient of a less odious nature. They were
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divided and perplexed. He insinuated to them 
that their obstinacy would oblige him to pro­
pose a general land-tax and capitation. They 
acquiesced in silence. The new imposition on 
legacies and inheritances was, however, miti­
gated by some restrictions. It did not take 
place unless the object was of a certain value, 
most probably of fifty or a hundred pieces of 
gold ; nor could it be exacted from the nearest 
of kin on the father’s side. W hen the rights 
of nature and poverty were thus secured, it 
seemed reasonable that a stranger, or a distant 
relation, who acquired an unexpected acces­
sion of fortune, should cheerfully resign a 
twentieth part of it for the benefit of the 
State.
"Such a tax, plentiful as it must prove in 
every wealthy community, was most happily 
suited to the situation of the Romans, who 
could frame their arbitrary wills according to 
the dictates of reason or caprice, without any 
restraint from the modern fetters of entails 
and settlements. . . . Whatever was the mo­
tive of the testator, the treasury claimed, with­
out distinction, the twentieth part of his es­
tate: and in the course of two or three genera­
tions the whole property of the subject must 
have gradually passed through the coffers of 
the State.”
" .  . . O f  the several impositions intro­
duced by Augustus, the twentieth on inherit­
ances and legacies was the most fruitful as 
well as the most comprehensive.”
Footnote by Dr. Smith:
"The tax of five per cent on all legacies 
and inheritances . . . was only levied upon 
property bequeathed by Roman citizens, and 
was therefore paid chiefly by the inhabitants 
of Italy. It was an ingenious mode of impos­
ing a property-tax upon the inhabitants of 
Italy, and was a sort of equivalent for the 
land-tax paid by the provinces. As the army 
no longer consisted exclusively of Italians, 
there was no reason for exempting them from  
direct taxation . . . and Augustus seems to 
have adopted this new tax as a substitute for 
the old tributum, which he would probably 
have hardly ventured to reimpose. A modern 
Chancellor of the Exchequer (M r. Gladstone) 
in Great Britain, has, in like manner, im­
posed a tax upon successions, in order to obvi­
ate the necessity, and thus avert the unpopu­
larity, of a property-tax. All inheritances be­
low 100,000 sesteress, and the nearest rela­
tions by blood, were exempt from this tax; 
but in consequence of the large fortunes of 
the Roman nobles, and the prevalence of celib­
acy among them, it must have yielded a large 
annual revenue.”
L o s s  P r e v e n t i o n  b y  A v o i d i n g  
R e c e i v e r s h i p s *
By J. P ryse  G o o d w in , C.P.A., New York City
B USINESS failures in 1931, according to 
 published statistics, numbered 26,381, with 
liabilities aggregating $2 ,280 ,829 ,316 . As­
suming a recovery of 10% , which percentage 
is understood to be above the average, the 
losses to creditors that year aggregated in ex­
cess of $2 ,000 ,000 ,000 .
In addition to these losses each receiver­
ship throws just so many more upon the 
ranks of the unemployed and costs the cred­
itors continuance of what should be recur­
ring business.
*Reprinted by permission from February, 1932 
issue of Credit Executive (New York, Credit 
Men’s Association).
Speaking generally, therefore, receiverships 
are things to be avoided as costly to creditors, 
to the industry and to the community.
That receivership avoidance is not always 
possible, must be admitted; yet cases can be 
cited where this has been achieved under cir­
cumstances most discouraging. Here is but 
one illustration of how it can be done: 
Drawn from the writer’s professional ex­
perience, forbearance must be asked for the 
use of the pronoun "I .”
Requested by a firm of attorneys to send 
with a member of their staff, a junior ac­
countant to a meeting of creditors, but sensing 
an opportunity for constructive service, I de­
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cided to go myself. On the way we picked 
up two other attorneys representing other 
creditors, and opportunity was taken to sound 
them out. The suggestion that in periods of 
depression "time” could be an element in 
saving the life of a business, brought the 
rejoinder "W e want to find out what they 
have done with the money, and that is why 
we called you in.”
Arriving at the plant of the debtor, a manu­
facturer, we were invited to join forty other 
creditors, already assembled in a room as 
crowded as the feelings were tense.
Proceedings were opened by the debtor’s 
attorney, who, after reciting a long history 
for the company and the high standard of 
its products, dwelt upon its present financial 
difficulties, and closed by recommending, in 
the interest of all concerned, the appointment 
of an equity receiver.
My attorney (that is the one responsible 
for my attendance) inquired if no figures 
were to be submitted. To this the company’s 
president responded by reading the last bal­
ance sheet. At its conclusion my attorney, 
whose ability and leadership by this time had 
won recognition, proceeded somewhat as fol­
lows :
"So the company’s bank balance is repre­
sented by an overdraft?” "Y es,” replied the 
president.
"And the accounts receivable are all hock­
ed?” "Y es,” was the reply.
"And of the inventory only one-third is in 
saleable condition?” This, too, was admitted.
"And the machinery and equipment are 
subject to the mortgage which embraces the 
plant?” Again the answer was "Y es.”
"W ell,” went on my attorney, "we have 
our accountant here and we would like him 
to take a squint at the books.” "But,” pro­
tested the president, "I have just read you 
the balance sheet.”
"Y es,” persisted the attorney, "but we have 
our accountant here and we’d like him to take 
a squint at the books.” (A t this point he 
gave me a nudge.)
"But,” persisted the president, "the senior 
partner of the firm, who audits our accounts 
regularly once a month, is here, and he will 
give you all the information you desire.” 
"Y es,” rejoined my attorney, "but we have 
our accountant here and we would like him
to take a squint at the books.” (Another 
nudge. Sometime, somewhere, someone had 
said to this attorney, "Let me take a squint at 
the books,” and this had made an impres­
sion on his memory. Here, at last, was the 
occasion to put it to work, and I was the in­
nocent victim. At each nudge my position be­
came more embarrassing, and at last action 
was no longer avoidable.)
Arising with a smile, intended to soften 
the hardest of creditors, I asked, if before tak­
ing the necessary "squint at the books,” could 
I be allowed to put a few questions. "Ask 
all the questions you want,” was the presi­
dent’s reply.
"W ell, sir, I observe that so far all the 
questions asked and all the information vol­
unteered, have to do with the balance sheet; 
have to do with the assets and liabilities, with 
not one word related to operations. Prefer­
ring live horses to dead ones, I would like 
to change and re-direct the viewpoint of all 
concerned.”
Sensing that this opening met with en­
couragement, I directed the conference some­
what as follows:
"M r. president, of your business, for which 
an equity receiver has been recommended, 
what were its sales last year?” "$ 8 0 0 ,0 0 0 ,” 
the president replied.
Turning now to the creditors I continued: 
"This is January, 1930, and here are as­
sembled forty creditors, all good business men 
who know from their experience what hap­
pened in other houses in November and 
December, 1929, following the October stock 
market break, and they will, therefore, not 
hold your record for that period as a criterion 
on the possibilities of your business, but, Mr. 
president, what were your sales for November 
and December, 19 2 9 ?” "They were as good 
as in 1928 ,” the president vouchsafed.
"W ell, sir, that is encouraging. Today is 
the 20th of January. How do you stand for 
the first nineteen days of the new year?” 
"John,” shouted the president (John was the 
sales manager), "how do we stand?” "W e  
are ahead of the previous year,” was John’s 
gleeful reply.
Changing the line of questioning, I then 
asked the president if he could state what 
was the cost of merchandise included in the 
$800 ,000  sales. "Forty per cent,” was his
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prompt reply. Again addressing myself to 
the creditors:
"Gentlemen, here is a going concern with 
annual sales volume of $ 8 0 0 ,0 0 0 ; with N o­
vember and December sales showing no reces­
sion, and with the sales for the first nineteen 
days of January ahead of those for the pre­
vious year. Such is the life of this business! 
Here is also an annual output for $320 ,000  
of your merchandise, which is this man’s raw 
material; an outlet, without spending a dollar 
in advertising or a dollar in sales effort, as­
sured to those who choose to cooperate. Now, 
I ask you, have you so many $320 ,000  outlets 
for your merchandise, that you can afford to 
throw this one into the hands of a receiver?” 
Immediately my attorney was on his feet 
with the following:
"Gentlemen, I think you will agree with 
me that our accountant has taken a 'squint’ 
at something. He may not have seen the 
books, but he certainly has given us a dif­
ferent slant on this situation. It certainly is 
not our desire to ruin this man’s business with 
a receivership. W hat we want is a committee 
appointed to work out a plan giving him time 
to catch up on his cash position. I offer a mo­
tion to that effect.”
The motion was carried unanimously and 
a committee of five, for that purpose, was 
duly appointed.
How better could creditors reduce losses 
and revive business? How better could un­
employment be reduced than by attacking it 
at its source?
S t a l e n e s s
By M a u r ic e  C. M oo re
Staleness— how to defeat that?
One becomes aware that he is in that state 
and he says: "Naturally, because I am phy­
sically and mentally tired.”
But I think this is the case:
W e exaggerate the actuality of physical 
and mental fatigue.
I would describe it rather as a psychic state 
of the moment, an obsessing idea that is to 
say, much of it— often much more so than 
an actual unavoidable condition which really 
cannot be altered except by the "complete 
rest” that the doctors prescribe.
How powerfully ideas (which may not be 
facts at all) rule our lives! I think: "I am 
equal to such and such an effort,” or "I am 
not equal to the effort,” and whichever idea 
has me most strongly in its grip determines 
whether I shall make the effort or not. "I  
am not equal to the effort,” is, I believe, sel­
dom true. It is a piece of humbugging my 
brain has done. It objects to further work. 
But in fact, the average human brain is equal 
to doing an inconceivably greater amount of 
work than, for most of its life, it is ever called 
upon to do and that without injury. It would 
more often be truer to say: "My inclination 
is against making the effort.”
I agree that to many this will look like 
nonsense.
But that is only because this idea of having 
only a certain measureable fund of mental 
and physical energy has got the bit between 
its teeth.
Have you ever seen what a shock is able 
to do to a tired man, to one who would fer­
vently assure you that he hasn’t an ounce of 
anything left in him, and thoroughly and 
honestly believes it?
I have seen a shock wake up such a man 
so that he became, without any interval or 
rest from his declared and obvious-to-see fa­
tigue, a new man, braced, effective, a Trojan.
Where has his "staleness” gone?
Simply, his mind has been forced away 
from its self-hypnotism.
Certainly he had all this reserve of energy 
in him; the shock did not give it to him, 
only called it forth.
W e may think over this if we feel that we 
are not getting enough out of ourselves.
If your house caught fire, you would be able 
to jump into extraordinary activity, although 
you had only that moment gone to bed, pro­
fessing yourself to be "whacked to the wide”.
And all the while the blaze lasted you 
would be able to keep on for hours, even for 
days, feeling no weakening— unless you let 
your imagination get the upper hand and con­
vince you that you were an exhausted man.
Try the self-sought mental tonic for your 
staleness.
Get the new big burst of interest that is 
equivalent to an externally-imposed shock.
Our minds hoodwink us. Half of what 
they say about our used-up-edness isn’t true.
(A ll Rights Reserved)
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E d u c a t i o n a l  P r e p a r a t i o n  f o r  t h e  
A c c o u n t i n g  P r o f e s s i o n *
By D. N . B u r n h a m , C.P.A., Washington, D. C.
E V ER Y young man and woman who is 
planning to enter the accounting profes­
sion should first make a thorough investiga­
tion of the field, and acquaint himself or her­
self with the various specific lines of account­
ing which are the specialties of certain profes­
sional accountants and constitute the greater 
part of their practice in which they have 
gained prominence.
Accountancy is a profession, it is not a com­
modity, nor is it a standardized service. As a 
profession it lives and has its being in the 
minds of individuals and in the specialized 
skill and ability that must be directed in every 
instance by the trained mind.
The legal recognition of accountancy as a 
learned profession had its real beginning with 
the enactment of the New York State C.P.A. 
Law on April 17, 1896, and is accountancy’s 
first definite claim to a professional status in 
the United States.
Pennsylvania followed the example of her 
sister State, and enacted her first State C.P.A. 
Law on March 29, 1899, while California 
was the third State in the Union to pass sim­
ilar regulatory measures which became part 
of her State statutes on March 23, 1901.
Since that time all of our states, our insular 
possessions and the District of Columbia have 
enacted C.P.A. laws, and although they are 
not uniform in content, nevertheless the ma­
jority of them contain the essential features 
that place accountancy on a professional plane.
The District of Columbia’s C.P.A. Law 
was passed on February 17, 1923, when Con­
gress created the Board of Accountancy for 
the District of Columbia to examine appli­
cants for the Certified Public Accountant Cer­
tificate, and then issue the certificate where 
the applicant met all the necessary require­
ments. The provisions of the Congressional 
Act state very clearly that each applicant for 
the C.P.A. certificate either must be a grad­
uate of a four-year high school or have an
* Address delivered over National Broadcasting 
System, November 17, 1931, under auspices of 
Washington Kiwanis Club.
education equivalent thereto. Each must have 
a diploma from some recognized school of 
accountancy and have had one year’s experi­
ence in the employment of a practicing Cer­
tified Public Accountant or have had three 
years’ experience in the employ of a practicing 
accountant. Applicants who shall have passed 
examinations set by the Board of Accountancy 
in the theory and practice of accounting, com­
mercial law as affecting accountancy, and in 
such other related subjects as the Board may 
deem advisable will be granted the C.P.A. 
certificate.
Although there are opportunities outside 
of educational institutions where mature stu­
dents may acquire the technical training which 
prepares them for public and private account­
ing, the best course to follow is first to secure 
the accounting education, then the experience. 
This is a conclusion which I know has been 
reached in several of the European countries, 
and I believe that developments in this coun­
try also point to an increasing recognition 
of soundness of this policy.
The professional societies of accountancy 
are The American Society of Certified Public 
Accountants and the American Institute of 
Accountants. Each society has a committee on 
education and these committees have cooper­
ated with a special committee of the American 
Association of University Instructors in Ac­
counting in a study of the content of the 
courses offered, and how the present ten­
dencies in accountancy practice should affect 
the various accounting curricula.
There are two distinct types of educational 
institutions where it is possible to obtain 
an accounting training that will properly 
qualify students of accounting for the pro­
fession.
The first is the professional college, a new­
comer into our educational system, which ad­
mits high school graduates only, and gives 
a course of study almost entirely composed 
of accounting, law, finance and economics. 
There are four such institutions located in 
the District of Columbia that have been 
authorized to confer the degrees of B.C.S.
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and M.C.S. upon its graduates.
The second is the university where schools 
of business administration which include 
courses in accountancy have been formed in 
the undergraduate department. There is a 
lack of uniformity in this field. The majority 
of universities allow the student to devote 
about fifty per cent of his time to professional 
accounting work. This is found in the State 
universities of Oregon, Virginia, Pennsyl­
vania, Iowa, Kansas and Missouri, and in 
Syracuse, Southern California, Northwestern, 
Chicago and Columbia Universities. Another 
group, following the example of the engineer­
ing schools, has lengthened the course to five 
years. The University of Michigan and the 
Amos Tuck School of Administration and 
Finance at Dartmouth College have adopted 
this system. Then there is the group of so- 
called graduate schools. The Graduate School 
of Business Administration of Harvard Uni­
versity, Stanford University, and the New  
York University fall in this group. Strictly 
speaking, they are not graduate schools in 
the sense that they allow the student to pur­
sue more advanced studies in a field in which 
he has already acquired some elementary 
knowledge. They are schools where profes­
sional instruction is offered to graduates of 
universities, as in schools of medicine, and 
in some schools of law.
In a recent investigation by the Bureau of 
Education in the Department of the Interior, 
it was shown that during the year 1928 there 
were in this country about ninety-seven insti­
tutions of collegiate standards in each of 
which more than 100 students were follow­
ing courses in accounting. The total enroll­
ment in the United States in collegiate courses 
in accounting during the year 1928 exceeded 
45 ,000 , and it is safe to estimate that since 
then the number has passed far beyond the
50,000  mark.
It is not possible to give any estimate as 
to the number of students who are specializ­
ing in accounting outside of schools of col­
legiate standard because the figures are not 
available. However, I do not think that I am 
overstating the number when I say that alto­
gether there are probably more than 80 ,000  
men and women pursuing courses in account­
ing and business administration at the present 
time.
Of significance both to the colleges of com­
merce and to the professional accountant is
the growing recognition which courses in ac­
countancy are receiving from the schools of 
other professions. Accountants have long com­
plained of the lack of accountancy training 
of the lawyer and the judge which leaves 
them impervious to arguments based upon 
sound accounting principles.
Cost accountants have suffered from the 
same lack of understanding on the part of 
the engineering profession, and have often 
been compelled to abandon better methods of 
cost keeping because of lack of cooperation 
from the engineering department.
Much is being done along this line. In 
some universities special courses have been 
organized to suit the needs of non-commerce 
students. Some engineering and law schools 
now require their students to take the work 
offered in accounting. Although law schools 
do not seem to have advanced as far as the 
engineering schools in this direction, the same 
general tendency is beginning to be noticeable, 
particularly at the University of Chicago, Bos­
ton University, New York University, the 
University of Texas and Washington Uni­
versity.
It cannot be doubted that this growing 
recognition of the value of accounting by 
other professional schools contributes greatly 
to the professional prestige of the accountant.
The profession of accounting is a profes­
sion of trust. It is looked upon with the 
highest respect by business and by other pro­
fessions. And no line of endeavor offers a 
greater opportunity to become acquainted with 
all phases of business enterprise, and none 
assures a steadier employment at work of a 
highly intellectual type.
Budget Difficulties
The Public Utilities Commission in the Dis­
trict of Columbia found itself in a peculiar 
position during the month of June. It had no 
money remaining in its fund for car tokens 
and the fund from which stamps are purchased 
became exhausted during the month. It be­
came, therefore, necessary for the commis­
sion’s correspondence to be carried around 
town by a messenger utilizing a Studebaker 
car. This was a much more expensive method 
of delivery but the gasoline appropriations 
was still in "black.” As one of the news­
paper boys said, "The Commission is not rich 
enough to be able to economize.”
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T h e  E v o l u t i o n  o f  A c c o u n t i n g  P r o c e d u r e s  
T h r o u g h  t h e  M i d d l e  A g e s
By E d ith -A d e l y n  B r o w n *
DO U B L E  E ntry  B ookkeeping —  the 
foundation stone of accounting— dates 
back to a Monk of the Middle Ages.” In the 
sleepy classroom, these words of the instruc­
tor interrupted my reverie. At the first oppor­
tunity I was off on a new quest, the findings 
of which I pass on to you.
Extant books do prove that "Brother Lucas 
of the City of the Holy Sephulchre near 
Venice” —  other writings name him Lucas 
Pacioli —  was the first to formulate the theory 
of double-entry recording. The increasing 
use of his idea enlarges the debt of mankind 
to the man who, in time of need, developed 
a system which is today the key to the vaults 
of big business and corporate accounting, hold­
ing all of us in his debt.
As we look through history and archaeology, 
we find that scribes were the first accountants; 
combining the functions of the bookkeepers, 
attorneys, and auditors of today. The royal 
treasury was a warehouse, their clay tablets 
indicating that records were kept in memoran­
dum form only. The duties of the scribes 
grew as agriculture shifted to trades and then 
the growth of commerce enlarged their sphere 
of activities. As late as the 11th and 12th 
centuries, agriculture was the important in­
dustry, but so far as is known the land owners 
did not yet attempt to keep accounts beyond 
their memorandum records. In the 13th cen­
tury, keeping of accounts became more gen­
eral —  travel becoming more extensive and 
commerce increasing, created the need for 
records flexible and capable of continuance.
O f  t h e  V e r y  A n c ie n t  R ecords
Among the ancient peoples, Phoenecians 
and Persians developed commerce and also
*Miss Brown’s interest in accounting dates 
from her enrollment as a student in the Pace 
Institute, New York. Later, while attending 
Teachers College, Columbia University, she wrote 
this paper for presentation in a course on “Indus­
trial and Social History of Western Europe.” 
Miss Brown is now the Social Director of Whit­
tier Hall, Teachers College, Columbia University.
colonies which required accurate record keep­
ing. Bagdad, Constantinople and places fur­
ther east became centers of trade, and money 
changing grew in importance as the caravans 
multiplied in numbers plying their trade, even 
as pictured by Marco Polo of greater fame.
Hammurabi, that famous ruler of Mesopo­
tamia from 2123 to 2081 B.C., built up a code 
of laws dealing with many subjects among 
which were business contracts, loans, debts, 
wages, dowry, and even breach o f  promise. 
A true copy of this code carved on a black 
stone was found some forty centuries later. 
There had been earlier codes among Sumer­
ians, and the Egyptians— no doubt— but Ham­
murabi’s is an important set of early laws, the 
original of which has been preserved and 
translated for us.
In Babylon and Assyria, the larger of the 
clay tablets found usually contain impressions 
of cylinder seals and nail marks which were 
considered man’s natural seal and we may 
count them an early finger print identification. 
Evidence that the early farmer also had to 
borrow in advance of his harvests is found 
in the promise, "Two shekels of silver have 
been borrowed by Mas-Schamach, the son of
A ...........of Priestess Amat-Schamach, daughter
of Warad-Enlil. He will pay the Sun-God’s 
interest. At the time of harvest he will pay 
back the sum and the interest upon it.” W e  
have this note in no less an authority than 
the Encyclopedia Britannica, 14th Edition, 
under the subject "Banking in Antiquity.” W e  
may call this a type of early negotiable paper.
Archaeologists assure us that as early as 2000  
B.C., the Egyptians were writing a highly 
developed language upon a sort of paper 
(papyrus) with ink, and they probably had 
used this type of materials for well over a 
thousand years. The practical mathematics of 
counting and measuring were understood; for 
instance, a calendar surprisingly accurate had 
been in use since as early as 4241 B.C. Pic­
tures in the tombs in Egypt and papyrus rolls 
extant show the scribes as the center of im­
portant activities and give evidence of their
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knowledge of the three R ’s with some 
elementary bookkeeping and some proficiency 
in wording administrative formula.
Greece had her early trade and commerce, 
also her records and checking accounts. Bank­
ing was well established and the goldsmiths 
were testing coins for weight and purity and 
changing them for the money lenders, while 
their government stamped the coinage to in­
sure value of metal weights.
It is a mistake to think of ancient Greece 
as consisting of the Greek Peninsula alone, for 
during the period from 1200 to 100 B.C., the 
Greeks spread across the AEgean Sea to Asia 
Minor and later to the Black Sea, then across 
the southern and western Mediterranean. Their 
trade extended to the Egyptians and the 
Italians and to Constantinople, the Byzantine 
center. Their colonies brought wealth and 
grain into their warehouses and their record 
keeping grew in proportion to their needs.
Their advance through the centuries is ex­
plained by the historians as due to the fact 
that the Greeks were familiar with money and 
finance and banking, whereas the Egyptians 
still transacted much of their business by the 
earlier method of barter without money.
Aristotle’s theory that usury was "an un­
just use of money— for money was intended as 
an instrument of exchange and not as a mother 
of interest— that usury, which means the birth 
of money from money, was of all modes of 
gain the most unnatural,” was adopted by the 
Church, and most of the purely financial 
operations of Western Europe were carried on 
by Jews and Syrians. The Western, or Roman 
Church was better able to enforce its prohibi­
tions of interest than the Eastern, or Greek 
Church which could not prevent the legalizing 
of interest under the civil code.
Until the 13th century this attitude was 
held by the Church, but practices covered by 
that time underwent a subtle transformation.
In Rome, the early systems were founded on 
the Greek methods. By 210 B.C. we have 
records of places in the Forum assigned to 
Roman bankers, while the College of Flamens 
acted in trust carrying out a will wherein 
a clause was inserted that turned over to 
it ownership of an estate in question unless 
the heir complied with certain stipulations. At 
the time of the fall of Rome, the government 
weakness is reflected in their system of finan­
cial makeshifts. The Church was becoming 
the depository of the peoples’ money.
At the outset of power of the Roman 
Church over finance and the determination to 
classify fees for the use of money as usury 
greatly hampered business in the West. As 
long as the Church remained firm in its gen­
eral prohibition, most of the money-changing 
and lending was carried on by the Jews and 
other non-Christian groups. The Jews, like 
the Constantinople Greeks, used the letter of 
credit and the bill of exchange to avoid trans­
portation of precious metals.
The florin of Florence was first minted in 
1252, while the gold ducats were identified 
by the effigy of the Doge of Venice as early 
as 1284.
In the 13th century, Pope Innocent IV  took 
the Italian bankers under the protection of the 
Church, and this leniency with regard to pro­
ductive capital led to the development of 
many new forms especially adapted to com­
merce and industry. By the 13th century, busi­
ness people gradually learned to separate pay­
ments for the use of money into three parts; 
first, interest proper, a low and fairly standard 
charge; second, a charge for predictable risks, 
which slowly evolved into insurance; the third, 
the varying risks which the business man must 
assume, paying himself profits.
By 1300 A.D. Venice had become the pros­
perous city of the Mediterranean, with its 
merchants eagerly extending their voyages to 
the North, and its navigators searching a water 
route to India. Genoa, Milan, and Florence 
were keen competitors, while through the 
farther north the returning Crusaders spread 
the leaven of Greek culture and produce.
Their bookkeeping was undoubtedly the 
most perfect known at that time, but memo­
randum and narrative style of records are all 
that have come down to us. When double 
entry bookkeeping was accepted throughout 
Christendom between 1300 and 1700 A.D., 
it was known as the "Italian Method.”
A d v e n t  o f  D o u b l e  E n t r y  B o o k k e e p in g
In the archives of Florence there is now a 
book dated 1211 A.D. which lists the busi­
ness of the day in a series of detached memo­
randa. The first notable change was the open­
ing of many books and distinguishing them 
by letters, numbers, and crosses. An Italian 
firm named Peruzzi opened eleven new books 
of record; five white, two black, two red, one 
orange, and one yellow. Such a mass of en­
July,
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tries mean endless possibility of error, hence 
some device for classifying accounts and 
proving their accuracy became a necessity.
Cross entries and transfers debiting one 
client and crediting another are noted in 
Florentine banks by 1211 A.D.
Somewhere between 1278 and 1340 A.D., 
a complete system o f double entry bookkeep­
ing made its appearance. By 1340 the books 
of the steward of Genoa were kept in double 
entry. By 1460 a ledger shows Profit and 
Loss' Account and also a Capital Account.
A book extant in Milan dated 1340 shows 
accounts debited with expense and credited 
with receipts, balance carried to profit and 
loss. The ancient books were all kept in 
Roman numerals, the earliest Arabic cipher 
found was seen in a Vienna book dated 1143. 
As late as 1299, the Guild of Bill Changers 
of Florence forbade the use of the "new 
figures,” while in the North as late as 1520  
the municipality of Frieberg refused to ac­
cept entries as legal proof of debt unless 
made in Roman figures or written out in 
words. By 1436, Germany led the way in 
placing Arabic figures in money columns and 
Roman ones in the text, but until the seven­
teenth century, Arabic figures were known as 
"Vulgar Cipher.”
P acio li's T r ea tise  a n d  So m e  L a t e r  
B ooks A b o u t  D o u b l e  E n t r y
The oldest treatise in any form that has 
come down to us is a printed book entitled 
Everything about Arithmetic, Geometry, and 
Proportion. The section regarding Propor­
tion has "Particulars of Reckonings and their 
Recording.” A reprint still exists of the 1523  
edition.
The writer does not introduce double en­
try bookkeeping, but his book is the basis 
of all systems of bookkeeping worthy of the 
name. He does not claim to make an orig­
inal offering —  but states he will follow the 
m eth o d  of V e n ice  —  to distinguish that 
method from those of other cities. His work 
is precise in detail and it is remarkable how 
many of the present methods are described 
in the quaint language of this monk of over 
four hundred years ago. Some of the proce­
dures of today are explained —  such as the 
date in the center of the page of the journal 
and the ruling of the folio pages —  these are 
relics of Pacioli’s method.
The exact name of the author is not defi­
nitely established, but he is known as Pacioli. 
He calls himself "Brother Lucas of the City 
of the Holy Sepulchre near Venice.” Other 
writings are known to call him Lucas Pacioli. 
He first translated into Latin the works of 
Euclid, and he was a friend of Leonardo da 
Vinci at Milan. In the details of his writings 
it is evident that Pacioli was fully conversant 
with the methods of bookkeepers and in his 
exposition the subject gained immeasurably 
in clearness.
Bookkeeping always registers the state of 
affairs. The tolls levied by the robber castles 
of the Rhine— the precariousness of sea travel
—  the caravans for land travel —  all are 
mirrored in the records of their day. Ex­
penses charged to each venture explain in no 
uncertain manner why the cost of goods be­
tween London and Pisa increased 20 to 80  
per cent.
The extending of commerce in the time 
of Venetian supremacy prepared the way for 
the use of double-entry and Pacioli’s work 
made that procedure available to the world. 
He was a skilled mathematician —  possibly 
he worked on the algebraic theory that "equal 
added or subtracted from equal leaves remain­
ing totals equal.” This theory applied has 
revolutionized the memorandum records and 
the business methods of the world.
Many of the definite instructions given by 
Pacioli showed his knowledge of bookkeep­
ing down to the last detail; his instructions 
for checking furnish proof of his experience 
for he finishes with the comment: "By rea­
son whereof grow grevious labours to re­
forme the correction again of the same.” N o  
evolution has made bookkeeping immune to 
mistakes in practice, while the theory still 
follows Pacioli’s treatise.
In 1525, Giovanni Antonio Tagliente pub­
lished a pamphlet of twenty-four pages, 
which was an improvement of Pacioli’s in that 
it gave examples.
In 1534, forty years after Pacioli, Manzoni 
published a book in Venice in which he 
speaks of the "Method of Venice” but does 
not mention Pacioli. Manzoni gives illustra­
tions of journal and ledger entries —  an ad­
vance over Pacioli, who explained each de­
tail, but did not illustrate. Both writers be­
gin with a complete inventory of one’s pos­
sessions and liabilities, "not at different dates, 
but at one and the same date.”
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In 1586, one hundred years after Pacioli, 
Don Angelo Pietra published a work at Man­
tua. He discusses twenty-nine additional pro­
cedures in addition to those of Pacioli and 
Manzoni —  i.e. :
Beginning with proprietorship account 
Inventory of Merchandise in Stores 
W hen to enter rentals— end of fiscal year 
Vouchering of disbursements 
Personal Accounts
Accounts with different money values 
Table of capital entries 
A short method of checking the ledger.
In 1531, Johann Gotlieb published a book 
in Nuremberg, three years before Manzoni, 
in which he stated he has translated from  
the Italian. His book is considered a poor 
copy of Pacioli according to Giesberg who 
made a study of the ancient books.
In 1543, Jan Ympyn Christoffels —  known 
as Ympyn —  a merchant of Antwerp, wrote 
in Dutch a book he called Keeping o f  Books 
in the Italian Manner. A copy of this book 
is now in the city library of Antwerp, and 
his book was translated into French in 1543 ; 
into English in 1547.
In 1543, Oldcastle, a teacher of arithmetic 
in London, translated Pacioli’s treatise, omit­
ting the chapters about notaries and banking, 
as they were then unknown in England. There 
is no copy of Oldcastle extant, but a work by 
Mellie in 1588, describing and quoting Old­
castle’s book, is in the Library of the British 
Museum, also in the Library of the Institute 
of Chartered Accountants.
In 1594, Goessens wrote in Hamburg 
stating he followed the Italian Method.
By 1600 (when Shakespeare was at his 
zenith), Simon Stevins —  born in Bruges in 
1548 —  as Minister of Finance and Public 
Works, induced Prince Mauritis, of Orange, 
to install double entry throughout the terri­
tory, thus putting municipal accounting on 
a double entry basis. Stevins was a prolific 
writer and traveler. He gave testimony in 
settlement of financial affairs and performed 
numerous other duties of modern accountants.
In 1604, Stevins published a book in Hol­
land giving methods of posting journal en­
tries o f more than one debit and credit. Stev­
ins insisted that the payroll be sent direct to 
the auditors, and that the cook in the mess 
house report independently to the auditors 
the number of meals served, installing a
method of internal checking —  municipal 
auditing in its infancy.
It is a curious fact that Spain, at this time 
the most important country, lagged behind 
its neighbors in the knowledge of bookkeep­
ing. The earliest treatise appeared in 1565 
in Spain, and it falls short of the achieve­
ments of other countries.
German books are also extant from the 
Baltic regions where the Hanseatic League 
had its settlements, but Dr. Jager dismisses 
them with the remark, "from the point of 
bookkeeping they are beneath criticism.” The 
books of the Fuggers (1 4 1 3 -1 4 3 6 ), celebrated 
as the Rothschilds of early finance, are simply 
memorandum books.
Improvements of many branches came dur­
ing the sixteenth century. Stock taking and 
periodical trial-balance were introduced, also 
transferring of total of expense book at the 
end of the month by one journal entry was 
another advance of this time.
The comma was used to divide numbers 
in books published in 1617. In 1638, D af­
forne published Merchants Mirrour with edi­
tions in 1651, 1660, and 1684. Copies of 
these editions are now in the Library of the 
Institute of Accountants in London.
F if t ie t h  A n n iv er sa r y  o f  In c o r po r a tio n  
o f  A c c o u n t a n t s  o f  Sco tla n d
Richard Brown wrote an extensive History 
o f Accounting and Accountants in honor of 
the Fiftieth Anniversary of the Incorporation 
of Accountants in Scotland, "in which coun­
try the Chartered Accountant first saw the 
light.” His history includes a "Bibliography 
of Bookkeeping” containing a chronological 
list of printed books on bookkeeping up to 
the year 1800 A.D.
Giesberg virtually translated Pacioli’s treatise 
in his Ancient and Double Entry Bookkeep­
ing, and he also adds reproductions, notes 
and abstracts from Manzoni, Pietra, Mianardi, 
Ympyn, Stevin, and Dafforne.
An Early Accounting Bibliography was pre­
pared at the Library of Congress in December,
1931, in connection with the Annual Meeting 
of the American Association of University 
Instructors in Accounting. This Bibliography 
lists among other ancient records:
Sumerian Administrative Documents—  
3945 B. C., by Myhrman in 1866.
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— 1977 B.C., by Ranke, 1906.
Code o f Laws o f Hammurapi—
1950 B.C., by Rogers.
Early Ledger Account—
1322 B. C., by Clay.
The Library of the Institute of Chartered 
Accountants in England and Wales, located 
in London, contains the most complete of 
ancient and modern works, both British and 
foreign, including P. Crivelli’s Translation o f 
Pacioli’s Treatise on Double Entry B ook­
keeping.
Thus, many changes and improvements 
have come into use through the centuries, 
but there has been no one idea greater than 
the "Monk’s introduction of double-entry 
bookkeeping back in the Middle Ages,” 
which the historians now record in the year 
1494.
Printing came into Europe about 1450, 
Columbus made his famous voyage searching 
for the water route to India in 1492. To meet 
this expansion of trade and commerce when 
memorandum records were not flexible enough 
to record the long time investments, the spark 
of this idea was generated to fill the need, 
as is so often the case when the hammer of 
desire strikes the anvil of limitations.
References used:
Brown, Richard: History o f Accounting
R e g u l a t i o n  o f  t h e
T H E  recognized function of the State ex­
amining boards is to examine applicants 
for the practice of medicine: the function of 
the Federation is to serve as a medium for 
the exchange of ideas and the development 
of guiding principles for the constituent 
boards of which it is composed. W ith the 
rapid progress which has occurred in medical 
education during the past two decades, a cer­
*The various State Medical Boards have asso­
ciated themselves in a federation with headquarters 
at Chicago. The February issue of the Federation  
Bulletin contains the president’s address, by Dr. 
Harold Rypins, Secretary of the Board of Medi­
cal Examiners of the State of New York, on 
“The Place of the Federation,” given at the an­
nual Federation luncheon. We are printing a por­
tion of that address, believing that the principles 
enunciated therein should be called to the attention 
of accountancy practitioners in view of the simi­
larity of problems before the two professions.
and Accountants. Copy No. 29 of a special 
edition of 250 volumes is available in the 
Library of the School of Business, Columbia 
University. Publishers T. C. and E. J. Jack, 
Edinburgh, 1905. 459 pages. A book writ­
ten in honor of the 50th Anniversary of the 
Incorporation of Accountants in Scotland—  
"In which country the Chartered Accountant 
first saw the light.” Chapters on History of 
Accounting, Numeration, Ancient Systems, 
Early Forms of Accounts, History of Audit­
ing, History of Bookkeeping, History of Ac­
countants, Early Italian, Scotland, etc. Bibliog­
raphy of Bookkeeping containing a chrono­
logical list of printed books on bookkeeping 
up to the year 1800 A.D.
Geijsbeek, John B .: Ancient Double Entry 
Bookkeeping. "Lucas Pacioli’s Treatise (A .D . 
1494) reproduced and translated with repro­
ductions of notes, and abstracts from Man­
zoni, Pietra, Mianardi, Ympyn, Stevin, and 
Dafforne. Virtually a translation of Pacioli’s 
original work.” Published by Geijsbeek, Den­
ver, Colorado, 1914. 182 pages.
Encyclopedia Britannica —  headings, Ac­
counting, Banking, Justinian Code, Fuggere, 
Egibi, Bookkeeping, etc.
History Class Notes and References in class 
in "Industrial and Social History of Western 
Europe, taught by Mary E. Townsend, Ph.D.
M e d i c a l  P r o f e s s i o n *
tain number of medical educators feel that 
graduation from a recognized medical school 
should carry with it the right to practice 
medicine and that the M.D. degree should 
be sufficient without a licensing examination 
for this purpose. Even should this innovation 
be put into effect— and I have very great 
doubts concerning its advisability— I think 
there would still be a place for the Federa­
tion in the guidance of medical education and 
practice. In view of the necessity of licensing 
foreigners, the inability of the medical schools 
to revoke their degrees, and the conceded in­
ability of a decreasingly small but by no means 
unimportant percentage of graduates of med­
ical schools to demonstrate their fitness to 
practice, I believe that at the present time 
any suggestion of the substitution of the 
medical schools for the State licensing boards 
should be considered as academic and imprac­
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tical. However, I see no reason why we 
might not work toward a joint examination 
to be conducted by the schools and the licens­
ing boards, the passing of which would give 
both the medical degree and the license to 
practice medicine.
In any event, there seems no doubt that 
the State licensing boards must continue to 
function for many years to come and it is 
worth while at intervals to consider their 
general rather than their specific functions 
and particularly the place of the Federation 
in creating policies to guide the various State 
boards.
To my mind, it has not been sufficiently 
emphasized in the deliberations of the Fed­
eration that the State licensing boards are the 
only governmental agencies concerned with 
medical education, licensure and practice, and 
that by virtue of their governmental authority 
they possess certain special powers and certain 
special obligations not inherent in the other 
national bodies, with whom it has been our 
honor and pleasure to cooperate with increas­
ing understanding and effectiveness during 
the preceding years.
I yield to no one in my respect for the 
power of moral suasion, and I cannot too 
highly commend the valuable influence of 
the Council on Medical Education and Hos­
pitals of the American Medical Colleges for 
withholding, and in certain cases for with­
drawing their stamp of approval from med­
ical schools failing to maintain proper stan­
dards. In the last analysis, however, it is the 
legal power vested solely in the State boards 
of medical examiners to withhold the right 
to practice medicine from graduates of such 
schools, which sounds their death knell, and 
this special power carries with it the respon­
sibility of exercising that power fearlessly 
and vigorously. Even now there are con­
stituent boards of medical examiners of this 
Federation which, either through lack of 
courage or lack of initiative in revising unde­
sirable statutes, have failed to fulfill the 
fundamental obligations inherent in the pos­
session of their extraordinary authority. It is 
certainly the place of the Federation to urge 
upon its constituent boards the obligation to 
use their legal authority to eliminate the grad­
uates of low-standard medical schools from 
their examinations.
The constituent State boards are also the 
only interested bodies with the legal power
to prosecute unlicensed practitioners of medi­
cine and to remove from practice those phy­
sicians guilty of unprofessional conduct. It 
is the place of the Federation to urge upon 
its constituent boards more extensive and ef­
fectual activity along these important lines. 
From the point of view of protecting the 
public, the exercise of the licensing boards’ 
powers in setting the educational standards 
and qualifications for practice is largely nulli­
fied unless accompanied by equally effective 
exercise of their authority in the elimination 
of the unlicensed and unqualified from the 
care of the sick.
By virtue of their governmental authority, 
the boards of medical examiners are under a 
special obligation as governmental agencies 
in the protection of the public health. No  
one could be quicker than I myself to state 
that any licensing board which failed to con­
sider the interests of the medical profession 
would be acting unwisely; but too often have 
we heard in our deliberations the reiteration 
of the statement that the licensing boards 
exist primarily for the protection of the med­
ical profession, whereas, in fact, they exist 
primarily and fundamentally for the protec­
tion of the citizens of the various states. At 
times the point of view of the medical pro­
fession does not entirely coincide with the 
wisest public policy and on such occasions it 
is the duty of the State boards, after care­
fully weighing the medical profession’s point 
of view, to weigh with equal care the effect 
of their decisions upon the public, and in 
case of doubt, to resolve the doubt in favor 
of the public.
Like every growing thing, the practice of 
medicine is subject to constant changes and 
it is the duty of the Federation, representing 
primarily the interests of the public, to de­
velop a forward-looking, open-minded, states­
manlike, attitude toward the problems in these 
changes. Problems of broad public policy in 
relation inherent to such new questions as 
"The Corporate Practice of Medicine” and 
"The Regulation of the Practice of Medical 
Specialists,” with which we have concerned 
ourselves during the deliberations of this ses­
sion, should receive careful and thoughtful 
consideration by the Federation. N ot only the 
various State licensing boards but the general 
public, which these boards represent, must 
look to the Federation for wise guidance in 
(Continued on page 446)
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Q u e s t i o n s  a n d  A n s w e r s  D e p a r t m e n t  :
E ditor , W . T. Su n l e y , C .P A ., Educational Director  
International Accountants Society, Inc.  
P R O B L E M S  requiring the preparation of an 
  Application of Funds Statement appear 
with recurring regularity in the C.P.A. exami­
nations. They are excellent tests of the ability 
of the candidates to relate the accounts to 
business facts, for, of all the types of account­
ing statements, they are the most complete 
within themselves furnishing a comprehensive 
bird’s-eye view of the movement of the busi­
ness from one financial position to another.
H ere is a solution of an interesting example 
of this type of problem. The problem ap­
peared on pages 304 and 305 of the October,
1931, number of T h e  C er t ified  P u b l ic  
A c c o u n t a n t . It was given in a number of  
states as part of the service furnished to State 
Boards of Accountancy by The American So­
ciety of Certified Public Accountants for the 
May, 1931, examinations.
The form of the Application of Funds State­
ments is not so well standardized as the form 
of Balance Sheets and of Profit and Loss State­
ments. One type of form, frequently used, is 
divided into two sections, the first section 
showing the funds provided and how they 
have been applied in the business, the second 
section showing the increase or decrease in 
the working capital.
The first section of such a form of statement 
is divided into two parts, one for the source 
of the funds provided and the other for their 
application. This is the form used in this 
solution, shown as Form I.
In another type of form that is frequently 
used, the first section is divided into three 
parts, the first to show the source of the funds, 
the second to show the application of funds
withdrawn from the business, and the third 
to show the application of funds reinvested in 
the business.
Such a form is shown here under the desig­
nation Form II.
Funds usually come from two sources, 
profits from the business operations and addi­
tional investments. In considering the funds 
arising from the profits, it is necessary to keep 
in mind that items charged against the current 
year’s profits which represent expenditures 
made in previous years are additions to funds 
made available during the year. The most out­
standing example of items of this type is the 
charge for depreciation.
In this problem there are two other items 
in addition to the depreciation, namely, the 
charge for equipment scrapped and the bond 
discount written off. These three items might 
have been grouped together; but since depre­
ciation is an item of usual occurrence, while 
the other two are rather unusual, they are set 
forth separately in the solution presented here.
The increase in the capital stock outstanding 
might be considered as part of the funds pro­
vided ; but since this item is a part of the trans­
action resulting in the acquirement of the ad­
ditional equipment, it seems desirable that the 
two items should be linked closely together in 
the statement.
The transfer of the current part of the mort­
gage payable from fixed liabilities makes it 
necessary to bring the increase in this current 
liability into the first section of the Applica­
tion of Funds Statement, because the current 
liabilities are carried into the second section 
as part of the W orking Capital.
FORM  I.
B C o m p a n y  
STATEM ENT O F APPLICA TIO N  OF FUNDS  
For year ending March 31, 1931
Funds Provided:
From Net Profit for year ending March 31, 1931:
Net Profit per b o o k s .....................................................................................
From Charges against profit represented by expenditures of other years:
$ 79,782.03
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Equipment scrap p ed ..............................................................  $1,261.31
Deferred bond discount written o f f ................................  457.37 1 ,718.68
From Depreciation charged against profits during year................................. 22 ,398.77
T o t a l ............................................................................................................  $ 1 0 3 ,899 .48
Applied as Follows:
To Payment of D ividends.......................................................................................  $ 75 ,000 .00
To Payment on M ortgage.......................................................................................  2 ,000.00
To Transfer from fixed liabilities to current liabilities of the current
portion of mortgage payable in excess of paym ent................................. 1 ,000.00
To Addition to Plant and Equipment:
Purchase p r ic e ........................................................................  $31,148.27
Less: Capital Stock issued in part paym ent.................. 23 ,750 .00  7,398.27
To Investment in Bonds of Parent C om pany..................................................  2 ,500.00
To Increase in Working C ap ital................................... .......................................  16,001.21
Total ...........................................................................................................  $103 ,899 .48
I n c r ea se  in  W o rking  Ca pita l
Current Assets Mar. 31 ,1930  Mar. 31 ,1931 Increases Decreases
Cash on h a n d ...................................  $ 500.00 $ 1 ,000.00 $ 500.00
Bank deposits...................................  7 ,489.60 * 3 ,750.10 $11 ,239 .70
Accounts Receivable (net) ..........  6 5 ,909 .35 91,315.11 25,405 .76
Notes Receivable..............................  22 ,052 .14  18,998.33 3 ,053 .81
Inventories..........................................  106,418.31 111,307 .26  4 ,888.95
Prepaid Expenses..............................  1 ,650.26 1,765.41 115.15
T o ta ls .......................................... $ 2 0 4 ,019 .66 $220,636 .01  $3 0 ,9 0 9 .86 $ 14 ,293 .51
------------ 14 ,293 .51
*Overdraft. ___________.
Increase in Current A sse ts ........................................................................ $16,616.35
Current Liabilities
Accounts Payable................................... $41 ,736 .64  $40,038.75 $1,697.89
Trade Notes Payable............................ 12,365.50 10,472.39 1 ,893.11
Bank L oan s...............................................  5 ,500.00 7 ,500.00 $2,000 .00
A ccruals....................................................  3 ,259.68 4,465.82 1,206.14
Current Portion of Mortgage Payable 2,000.00 3,000.00 1,000.00
Increase in Current Liabilities................................................................... $ 615.14
Sum m a r y
Increase in Current A sse ts ...............................................  $16,616.35
Increase in Current Liabilities..........................................  615.14
$64,861.82 $65 ,476 .96  $4 ,206 .14  $3 ,591 .00
3,591.00
Increase in Working Capital $16,001.21
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FORM II.
B Co m p a n y
STA TEM EN T OF APPLICA TIO N  O F FUNDS  
For year ending March 31, 1931
Funds Provided:
From Net Profit for year ending March 31, 1931:
N et Profit per b o o k s.......................................................................................  $ 79 ,782.03
From Charges against profit represented by expenditures of other years:
Equipment scrap p ed .................................................................$1 ,261.31
Deferred bond discount written o f f ...................................  457 .37  1 ,718.68
From Depreciation charged against profits during y e a r ..............................  22 ,398.77
T o ta l ..............................................................................................................$103 ,899 .48
Funds Withdrawn from Business:
Dividends P a i d .................................................................................. $75 ,000 .00
Payment on M ortgage...................................................................... 2 ,000 .00  77,000 .00
Funds Reinvested in B u sin ess:.......................................................................................... $2 6 ,8 9 9 .48
Addition to Plant and Equipment:
Purchase p r ic e ...........................................................................$31 ,148 .27
Less: Capital stock issued in part payment....................... 23 ,750 .00  $ 7,398.27
Investment in Bonds of Parent Company..............................................................  2 ,500.00
Transfer from fixed liabilities to current liabilities of the current
portion of mortgage payable in excess of paym ent...................................  1 ,000.00
Increased investment in working c a p ita l..............................................................  16,001.21
Total (as above) ..........................................................................................$26 ,899 .48
(Schedule of Increase in Working Capital same as shown under Form I.)
Causes of Business Failures
( Continued from  page 399) 
talities as evidenced by the following figures:
Year Number of Failures Dun’s Index
1916 16,993 $145 .142
1917 13,855 211.950
1918 9,982 232.575
1919 6,451 233 .707
W ith the ending of the war, deflation set
in and once again business suffered. The 
total failures in 1921 and 1922 were nearly 
as great as in the period 1916 to 1919. For 
the next seven years commodity prices were 
artificially stabilized through attempts at 
monopolistic control. Rubber, sugar, coffee 
and other commodities were buoyed up by 
means of governmental edicts. Installment 
selling, speculation in real estate and securi­
ties, exports for reconstruction work all aid­
ed in maintaining fairly constant conditions.
The bursting of the dams of speculation 
in 1929, and the breaking down of price 
stimulants caused a break in commodities. 
The total failures in 1930 mounted to 26,- 
355. In 1931, prices showed further de­
clines, and the number of failures increased 
to 28,285, the greatest in the history of our 
country.
Commodity prices overshadow and deter­
mine to a great extent the success or failure 
of business enterprise. Gyrations in values 
must be tempered. Some degree of stabiliza­
tion in industry must be effected so that the 
peaks of inflation will be lowered and the 
valleys of deflation raised. When fluctuations 
of commodity prices are appreciably reduced, 
then the number of business failures will be 
gradually lessened.
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QUOTATIONS
The Association News Letter of the Trade 
Association Department of the Chamber of 
Commerce of the United States, for June, 
contains a number of quotations from ad­
dresses presented at the recent San Francisco 
meeting which, while primarily relating to 
trade associations, carry suggestions which 
should be of interest to the profession of pub­
lic accountancy:
A depression will pay its way and serve a 
useful purpose if its pain and its cost will but 
arouse business owners and everyone depen­
dent upon business to recognize that the in­
stitution is entirely human, possesses no auto­
matic qualities, and will never be better than 
its control. —  J. H. T r eg o e , formerly Man­
ager, National Association o f Credit Men, San 
Francisco, California.
* *  *
Has your industry a long-time program ? An 
adequate association program should recog­
nize that the more important problems re­
quire time to solve, and plan accordingly. 
Long-time planning gives purpose and sta­
bility to the activities of any organization.
The profits of membership in a successful 
trade association may be hard to define, be­
cause we may be looking only for dollar prof­
its. The dollar profits are there all right, usu­
ally represented in the elimination of practices 
and conditions, which, if permitted, would 
prove costly. But, to me, these are insignificant 
compared with the possible intangible profits 
measured in friendships, tolerance, and satis­
factions.— W a l l a c e  F. B e n n e t t , Secretary, 
Bennett Glass and Paint Co., Salt Lake City, 
Utah.
* * *
As individual companies we must . . .  in­
crease our moral and financial support of trade 
associations. W e must expand rather than 
diminish their activity, recognizing that con­
structive cooperative effort constitutes the most 
efficient and practical method of meeting many 
common problems.— H aro ld  C. Sm ith , 
President, Illinois Tool Works, Chicago, Ill.
* * *
I do not favor business planning by some 
all-powerful Governmental board . . . ,  but 
business planning by business itself, that is, 
by groups in each trade association which, 
freed from the menace of anti-trust laws, may
freely plan their own future development ac­
cording to public needs and requirements.—  
H e n r y  I. H a r r im a n , President, Chamber o f 
Commerce o f  the United States o f America, 
Boston, Massachusetts.
* * *
Calling off a business convention in a de­
pression year is like closing all the hospitals 
during a "flu” epidemic! — Mortgage Bankers 
Association o f America, 111 W. Washington 
Street, Chicago, Illinois.
*  * *
There is no greater safeguard against de­
feat, which is often perilously near to every 
business man, than association with others who 
take similar risks and whose bit of experience 
conveyed at just the right moment will prob­
ably save one from disaster. The Chamber of 
Commerce of the United States of America 
has pointed out to us that tests have shown 
85 per cent of the failures in industry are not 
members of their trade associations.— H e n r y
B. G o m ber s , Secretary, Emeritus, before an­
nual convention o f  Heating and Piping and 
Contractors National Association.
*  * *
O U TLIN E A C C O U N TA N T’S PLACE
The cost accountant of tomorrow was pic­
tured as a business prophet rather than a his­
torian by Harry A. Bullis, vice-president of 
General Mills, Inc., in his address at the an­
nual convention of the National Association 
of Cost Accountants in Detroit. Over 600  
members of the association attended the ses­
sions. L. A. Miller, president of the Willys- 
Overland Company, told the delegates that 
"there would have been no depression today if 
the statistical data in the hands of controllers 
had been recognized by the chief executives 
of industries.”
* *  *
For the benefit of our New York readers 
with offices downtown, it is noted that the 
Chatham Square branch of the New York  
Public Library, 33 East Broadway, has been 
recently supplied with a fine collection of re­
cent business books.
* * *
One of the most interesting and scientifi­
cally presented mathematical articles which 
has come to our desk recently is an eight-page 
monograph by George R. Altman, C.P.A., on 
"A n Investigation into the Causes of the 
Trade Cycle by W ay of Mathematical Theory.”
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T A L K I N G  S H O P
  A  Department Conducted by L. GLUICK, C. P. A.
W e did not send this to press; we took it. 
The answer is that we were in Washington 
on duty in the Navy Department. There being 
no ships on this coast, a cruise was impossible. 
And so, for the fourth year (how time 
passes!) we make our annual request to all 
readers to report their military or naval ac­
tivities of the summer.
In our November issue we mentioned the 
case of A. R. Erskine. It was heard before the
B.T.A . on October 10. The decision against 
Mr. Erskine was not promulgated till May 24. 
W ill some one be good enough to tell us 
why it requires the Board six months to reach 
a decision, no matter how big the case?
W e have been requested to comment on the 
new tax bill. Neither we nor the printer have 
any asbestos paper. Request denied.
How many of you golfers know why the 
ground you play on is called "link” ? Robert 
Louis Stevenson’s story "The Pavilion on the 
Links,” will tell you. And in chapter IV of 
the story you will also find a paragraph about 
accountants and falsified accounts, with inter­
national complications that remind one of the 
recent Kreuger affair.
The laugh, if any, this month, comes from  
Punch, famous British weekly. W e regret in­
ability to reproduce the picture that illustrated 
it. A  seedy individual is shown in the tax 
collector’s office. "N o, I haven’t got any in­
come to pay tax on. W hat I really came in to 
see you about was to collect the rebate on my 
wife and children.”
W e have been an enthusiast about Canning’s 
"The Economics of Accountancy,” ever since 
we first saw it. The suggestion that it be read 
in lieu of the missing section on economics in 
the new Handbook is good, provided one has 
a good grounding in elementary economics 
such as the old Handbook provided.
That, as we noted before was Fisher’s ; and
Canning throughout his work gives the New  
Haven professor highly deserved praise. But 
as we again looked over, this month, Dr. Can­
ning’s fine work, we were violently struck by 
a paragraph in chapter X V , page 325. Re­
calling that it was written in September, 1929, 
our admiration for the learned Californian 
increases. He heads it (italics are o u rs ): 
"The Apparently Increasing Stability of Enter­
prise Operations.” The current depression was 
hardly a shock to him.
E mbarrassing  M o m en t s
"It may surprise you to know that other than 
accountants read your magazine,” starts this cor­
respondent. N o, it does not; but it pleases us. 
"I am a professor at . . . University; am only 
thirty-five years old; far from the graybeard 
whom the comic papers always picture as the 
absent-minded schoolman. And yet I once did 
something which I can laugh at now, as I tell 
it, but which caused me untold anguish when 
I did it.
"I boarded a street car and gave the con­
ductor a quarter; he dropped two dimes and 
a nickel in my hand. I dropped a dime into 
the fare box instead of a nickel; and then in 
response to the conductor’s 'Whatthehell’ 
politely said ’Excuse me’ and dropped in the 
nickel and went into the car. It was the roar 
of laughter which the platform man then gave, 
which brought me to. And, if you will par­
don the slang, 'W as my face red?’ ”
Of course no rule is infallible. But here 
is a new one which ought to work most of the 
time. An executive in hiring employees above 
beginners, instead of asking the customary 
"how many people did you have under you?” 
asks, "How many people were over you?”
Recently a French court fined a concierge 
(janitor) for divulging information which 
had come to her through the exercise of her 
duties and through the trustfulness of her 
tenants. The New York Post comments as 
follows: "The concierges intend to establish
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the principle that, like the doctor and lawyer, 
they may claim professional privilege. It is a 
reform which no doubt will be fully supported 
by public opinion.”
Our comment is that only twelve states now 
grant to C.P.A ’s legally privileged confidence.
Theodore Rothman, C.P.A., President of 
the San Francisco Chapter of N .A .C.A ., is a 
member of Sigma X i. He graduated from the 
University of California with a B.S. in 
Chemical Engineering and is a member of 
Phi Lambda Upsilon, national honor society 
in chemistry. Rare combination, that, C.P.A. 
and Sigma X i. Are there any others?
See in g  N e w  Y or k
All the more yellow of the New York news­
papers have columns conducted by more or less 
truthful columnists, dealing with New York  
"life.” W e see these columns only occasionally 
when in New York, for the Times and Post 
are papers of too great respectability to coun­
tenance the gossip which the others purvey. 
But to our great astonishment, when we first 
encountered it, these Broadway columns are 
big features in all the smaller cities. In fact, 
the smaller the city, the more avidly the peo­
ple read them. W e read them also when out 
of the big city.
If the N . Y . Merchants Association really 
wanted to do something for the good of the 
big city, it would try to have these columns 
cleansed; for they paint a picture of New 
York as it is not. The world of the men, or 
even women, who write them is the theatrical 
district of Broadway, with occasional excur­
sions to W all Street and other places where 
gamblers congregate. And New York isn’t 
like that. If a column were written about New 
York as it really is to the overwhelming ma­
jority of the 7 ,000 ,000  inhabitants, it would 
read, except for change of names, just like 
a local observation column in Springfield, 
Albany, Columbus, Portland, or Portsmouth. 
And no more interesting outside of the city 
of its publication.
All of which is prompted by a recent letter 
from a small city correspondent, who wants 
to know if we will install a N . Y . annex in 
our shop. He thinks that "W hether we like 
it or not, New York is the financial capital 
of this country, if not of the w orld; therefore, 
it must be the accounting capital; and the per­
sonal glimpses of the N . Y . C. P. A. would 
make interesting reading.” He also wants more 
theatrical criticism, such as we have once or 
twice indulged in.
W e shall dispose of the latter first. If he 
or anyone else esteems our views so highly as 
to defray the cost of tickets ( ? )  we will gladly 
review any show, becoming in the process like 
the hero of Arnold Bennett’s story HONOR. 
But with times as they are T H E CAT AN D  
TH E FID D LE is the only show we have seen 
this calendar year. W e like it, and expect to 
like O F TH EE I SING, the Pulitzer Prize 
play, even more if we get enough money to 
buy a seat for it.
Now for the column idea. W e have said 
many times that this shop purveys the goods 
its customers want. If the customers do not 
like our merchandise, and fail to say so, we, 
of course, cannot dream it. It would be no 
great trick to give some sidelights about the 
sidewalks of New Y ork ; from the point of 
view of an accountant writing for accountants. 
No gossip. Just plain facts and personal im­
pressions. But before we undertake it, we 
want to have a large affirmative vote in favor 
of it; votes should be sent direct to Mr. 
Springer, and plainly indicate which present 
feature of this shop should be displaced 
in favor of the new one. For we are over­
crowded in our present quarters now, and 
the Board of Directors is not likely to sanction 
expansion of operations during a period of 
stress. Say it with ballots.
T h e  Sh o p  T a l k er s  
"W ell, Blank, did you and Rover get to­
gether?” asked Oldtimer.
"N o ,” replied Blank, "and it isn’t our fault 
that we didn’t. I never heard of anything like 
what happened to us. W hen I ’ve told you 
about it, you tell us what you would have 
done.”
"Surely,” answered Oldtimer. "Go ahead.” 
"W ell, Rover and I were just about to start 
up as associates, and very likely would have 
become partners, when one of his clients 
started suit against one of mine. Immediately, 
lawyers for both sides notified us that each of 
us would be called upon to testify concerning 
certain figures which would prove or disprove 
damages and so forth.
"I admit I couldn’t see what harm it would 
have done for us to share offices or even be
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partners. Figures are figures. But Rover 
pointed out that if we stayed apart, each of 
us might retain his client; whereas, if it were 
known that we were associated, one or the 
other, or both would be bound to lose a client. 
So for the duration of the suit, our alliance 
is off.”
"O f course,” said the Kid, "Oldtimer can 
tell us about that. A firm his size must have 
many disputes among the client family.”
"Y es,” said Oldtimer, "we do. And they 
are annoying. The beauty of it is that occa­
sionally we are able to use our good offices in 
arbitrating the matter and gain good will of 
all concerned. But usually it results just as 
Rover predicted, in the loss of one client. 
Why, in one case, where the client was willing 
to retain us, his lawyer refused to let him. 
Insisted that impartial testimony was impos­
sible.
"I guess the viewpoint of most lawyers is 
just that,” said Dash. "But while we are on 
the subject of cooperation amongst ourselves, 
let me put a question to you all. Quite recently 
I was wished on a new client.” The Kid 
laughed loudly, and Dash exclaimed, "It’s no 
joke. The banker insisted I do  the audit. I 
displaced a perfectly reputable C .P.A . who 
had been doing the work since the corpora­
tion’s inception.
"I felt badly about it, although I had never 
met the man, and after a couple of months, 
determined to meet him. The company was 
in a bad way financially, and judging from the 
way in which it was not paying my fee, I felt 
sure it still owed my predecessor for his serv­
ices, although no liability therefor was in the 
ledger. So I arranged to meet the man, found 
him a fine chap, explained the situation to him, 
and he got in his statement which I then saw 
was recorded on the books. W hen the in­
evitable bankruptcy comes, it will be easier 
for him to prove his claim.”
"Darn white of you, I ’d say,” exclaimed the 
Kid. "But what did your client say?”
"It has reached the point,” responded Dash, 
"where I am indifferent. Having been thrust 
on them by the banker, I was from the start 
not much more popular than Hitler in a syna­
gogue ; and as things got worse financially and 
the owners of the business started quarreling 
with each other, and trying to do so with me, 
I just naturally ceased to care for their good 
will. Only the need for staying in the good
graces of the banker, who is an old and valued 
client, makes me stick with the job.”
"That’s a serious situation,” said Oldtimer. 
"W e have it frequently. It is fine to have 
bankers for friends, but often embarrassing. 
W hile occasionally they are right in rejecting 
some C.P.A ’s, and always right in refusing 
uncertified men, still they ought to realize 
that a small firm can frequently do better work 
for them. A  man who knows his clients and 
whom the clients have selected can get easily 
information which outsiders, dictated by the 
hated banks, have to fight for, if they get it 
at all.”
"Y ou can’t tell me,” said Dash, "why this 
man I was just speaking of told me about some 
inventory juggling which his (now my) client 
had attempted, which I had strongly suspected 
but could not prove. He had found it out as 
a matter of course.”
"It seems,” said the Kid, "that tonight’s 
session is devoted to W ild Clients I Have 
Known; so now I’ll tell one that happened 
just this morning.”
"In that case,” interrupted Blank, "we would 
have heard it anyhow, no matter what we were 
discussing.”
"Go ahead, K id,” said Oldtimer, and the 
Kid did.
"As you might imagine, this was a woman 
client. N o man would have pulled a stunt like 
it. W e had been handling a tax case for her. 
She’d made a lot of money in the market in 
twenty-nine. Finally, we reached an agreement 
with the revenue agent; and in due course 
were to file amended returns with the cor­
rected figures and pay the additional tax. W e  
notified the woman of the results, and a few 
days later, the forms being all typed and ready 
for signature, called her up to come to our 
office, which she did yesterday. Then we asked 
her for a check to send with the return. She 
was astonished; then indignant. She had sent 
the collector a check immediately on hearing 
the amount. It took me all this morning to 
get the thing straightened out at Fifty-seventh 
 Street.”
"I think we decided years ago,” said Old- 
timer, "that women clients are an abomina­
tion; but what are we going to do? If they 
have incomes, some one must look after their 
taxes.”
"If they have incomes, some one ought to 
marry them,” said the Kid, "to look after the 
income and the taxes.”
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A n a l y s i s  o f  F i n a n c i a l  S t a t e m e n t s  
o f  M o d e r n  B u s i n e s s *
By G. R. G eddy, C.P.A., Richmond, Va.
O N E of the many subjects interesting to 
 those connected with the administration 
of business is that of financial statements, a 
subject which may be studied from either of 
two viewpoints— construction or analysis. For 
every accountant engaged in the work of state­
ment construction, there are numbers of per­
sons interested in the utilization of that state­
ment— the executive who needs information 
the better to guide the destinies of his busi­
ness, the bankers who must have sufficient 
information to justify the making of loans, 
credit managers who require adequate facts 
upon which to extend credit, the investors 
who demand a sufficient record of financial 
success to warrant the purchase of the securi­
ties of a business. The accountant will find 
it valuable to study the analytical side of finan­
cial statements, in order to acquire the view­
point of the users of his product and thus 
make his work of the greatest possible service.
The student or business man who, by actual 
practice, has learned by what steps and upon 
what principles statements are constructed is 
to that extent better qualified to analyze the 
resulting product. W hat is needed, however, 
is more particular attention to the ultimate 
end which most persons wish to attain by 
such study. The question which confronts the 
majority of people who come in contact with 
financial statements is, "W hat is the signifi­
cance and meaning of the figures presented?”
There are numerous factors operating to 
bring about an increased use of financial state­
ments. The most important are:
1. Large scale production.
2. Government regulation of public utili­
ties, and
3. Income tax legislation.
Large scale production is one of the out­
standing characteristics of the present indus­
trial era. The day has passed when the man­
agement can enjoy a face-to-face relationship 
with the men and the operations of a busi­
*Reprinted by permission from Richmond Maga­
zine, the monthly organ of the Chamber of Com­
merce. Richmond, Va.
ness, or an industry. A financial picture of it 
is secured from which its strength and weak­
ness may be studied. The balance sheet and 
revenue statement constitute the picture. To­
day the ability to analyze financial reports is 
essential to bridge the gap in personal rela­
tionship which is created by the size of the 
business units.
Government regulation is the second factor 
in the quality and use of financial statements. 
The first and most essential step is the stand­
ardization of accounting procedure, to obtain 
correct and adequate data for the construction 
of financial statements. The public service 
commissions have put into effect standardized 
account classifications for the different kinds 
of utilities, and require annual reports to be 
published from which invaluable data is ob­
tained by the investor and the economist.
Income tax legislation, both Federal and 
State, may be classed as the third factor in 
the preparation and analysis of financial state­
ments. One of the most striking things 
brought out in the administration of the law 
was the number of business men either en­
tirely without information or in possession of 
very inadequate figures in regard to the con­
dition and operation of their business. It has 
been necessary for the tax authorities to in­
sist upon the keeping of suitable accounting 
records, and it is unlikely that the income tax 
will be abandoned, so this source of encourage­
ment to the accounting activity will continue.
The first and most important function of 
financial statements is, of course, to serve 
those who control and direct the business to 
the end of securing profits. Questions as to 
how efficiently the capital of the business is 
being utilized, how nearly the credit is being 
exhausted, and whether the financial condi­
tion is improving may be answered from the 
statements. W hile appreciating the place and 
importance of statement reading in the ad­
ministration of the field of business, the in­
ability of many business men in this direction 
should be kept in mind. After the executive, 
the banker who stands in a confidential rela­
tion to his customer, whose debtor occupies
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the position of a client rather than that of an 
ordinary customer. This means that the bank­
er’s analysis, in the first instance, should be 
thoroughly searching. He should extend credit 
only when the situation is fundamentally 
sound, even though the advance is in theory 
but temporary, and then, if it becomes neces­
sary to carry his customer along, he can do 
so with confidence. A  most valuable resource 
of the banker in making his analysis lies in 
the personal interview, in which it is possible 
to find out the borrower’s explanation of any 
extraordinary items or apparent abnormalities. 
The personal interview must be regarded, 
however, as a supplement to, and not a sub­
stitute for, financial statements. It is unfor­
tunately true that some bankers fail to appre­
ciate the utility of the statements. The per­
sonal interview would seem to indicate either 
an inability to analyze statements or poor 
preparation of such statements as the banker 
has had occasion to use. If one has analytical 
ability, surely the facts of a statement can be 
presented in a concise report.
A summary of the more important ques­
tions to be asked in an analytical study are:
1. W hat changes are taking place in the 
working capital position and is that position 
growing stronger or weaker?
a. Are the changes in the amount of receiva­
bles in proportion to changes in the volume 
of business, or does there appear to be an 
accumulation of uncollectible accounts tak­
ing place?
b. Do the changes in inventory appear to in­
dicate an untimely accumulation of stock? 
In a period of depression this condition 
is frequently evidenced by a concurrent in­
crease in inventory and decrease in receiva­
bles.
c. Is there any considerable increase in cash 
or marketable securities indicating a sur­
plus of working fund?
d. Are there sufficient increases in current in­
debtedness, particularly notes payable, to 
show a possible need for additional work­
ing capital?
e . Have the current liabilities increased out 
of proportion to the current asset increases ? 
In order to maintain a two-to-one ratio, 
the latter must increase twice as fast as the 
former.
2. W hat significant changes, if any, have 
occurred in the fixed asset group?
a. Plant and equipment, or land and build­
ings. If the changes are increases, do they 
represent improper accounting for repairs, 
unprofitable additions, or profitable ex­
pansion? If the changes are decreases, do 
they represent allowances for depreciation, 
or the sale or loss of a part of the asset? 
If the decrease is attributable to the former 
cause, the question is whether the allow­
ance is inadequate, reasonable, or exces­
sive; if to the latter, whether profitable 
or unprofitable property has been parted 
with.
b. Changes in the investment account call up 
questions similar to those listed for the pre­
ceding item; namely, as to whether the 
change is a profitable one; but there is no 
depreciation allowance to be accounted for, 
it would also be desirable to ascertain, if 
possible, whether the values of the invest­
ments are greater or less than they were 
at the time acquired.
c. If the amounts due from allied companies 
are on the increase, an attempt should be 
made to learn the nature and the financial 
condition of the debtor concerns.
d. Intangibles ordinarily remain fairly constant 
from year to year. If there are increases, 
do they represent purchases or an im­
proper bookkeeping entry inflating the item 
for the effect which it will have on sur­
plus? If the decreases are considerable, 
they should be taken into account in the 
interpretation of the surplus.
3. Do the changes in capitalization and
the valuation and surplus reserves represent
growing strength or weakness?
a. Does the bonded debt remain constant or 
show a tendency to increase, or does the 
management seek a steady reduction of this 
debt?
b. Do the valuation reserves offsetting the 
fixed assets show steady increases, or, if 
they remain fairly constant, do they appear 
adequate ?
c. Do the increases in capital stock represent 
sales of new stock or stock dividends? Are 
the increases, if any, in preferred stock dis­
proportionate to the increases in the in­
terests of the common stockholders?
d. W hat policy on the part of the manage­
ment do the changes in surplus seem to 
reveal? Are the sums laid aside from earn­
ings negligible, moderate or large?
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e. Are there any considerable changes in sur­
plus reserves which require attention in in­
terpreting the other accounts which repre­
sent the stockholders’ interest?
The statement of Balance Sheet changes 
does not register earnings or profits. This is 
true, because the earnings of a period, if dis­
tributed during that period, will not appear 
there. Those experienced in the reading of 
comparative statements usually consider them 
an unnecessary device, though they are valua­
ble in assisting the beginner to interpret finan­
cial statements. The percentage figures, how­
ever, are a helpful device to the most ex­
perienced.
Balance Sheets must be supplemented to 
be of the greatest value. Progress or retro­
gression may be more easily concealed, where 
there is no report on earnings.
- Two factors must be taken into considera­
tion in studying results from year to year:
1. The trend of the business.
2. The average price at which goods are 
sold.
There must be some allowance for the 
trend due to natural expansion of the busi­
ness. Such growth is quite different from an 
expansion brought about by a period of boom. 
The latter growth is subject to the contract­
ing force of a subsequent depression, while 
the former growth is not necessarily so af­
fected.
A change in the price level may change the 
amount of sales without a corresponding 
change accruing in the physical volume of 
goods sold. A failure to note this second 
factor may cause undue optimism during a 
period of rising prices and unnecessary pessi­
mism during a period of liquidation.
By finding the per cent of change in the 
price of goods sold, it is possible to estimate 
what proportion of the change is due to the 
price factor, and what proportion to a change 
in the number of units sold. It is necessary to 
watch for factors that may impair the use­
fulness of the sales or revenue figure. Occa­
sionally, a non-operating profit or gain is 
placed there through inaccurate accounting.
The operating expenses, following the reve­
nue figure, are frequently stated as a single 
sum. This form is probably suitable for a 
utility, however, a more satisfactory condensed 
form for a mercantile or manufacturing con­
cern is desired; one which segregates the cost
of goods sold and selling and administrative 
expenses. The margin of gross profit, when 
expressed as a per cent, tells the banker or 
mercantile credit man who is familiar with 
trade practice whether a sufficient margin of 
profit is being taken. A similar consistency 
test is drawn from these figures by persons 
wishing to check the correctness of the value 
set upon the inventory. A disagreement will, 
of course, exist if the assumed per cent of 
gross profit used in the calculation is incor­
rect. W hen the analyst is interested in a par­
ticular kind of statement, he will find it worth 
while to make comparisons between companies 
that operate under similar conditions. D if­
ferences in treatment of the maintenance and 
depreciation will be suggestive, especially, 
since their inclusion or exclusion may be a 
considerable factor in altering the apparent 
rate of return on the investment.
The stability of net earnings may be studied 
by the same procedure which was suggested 
for the study of gross income. The more im­
portant conditions which cause some com­
panies to enjoy greater stability of earnings 
than others are:
1. Goods which have a moderate or low 
price per unit will sell more steadily than 
goods with a high price unit.
2. Goods regarded as necessities will show 
greater stability in sales volume than those 
in the luxury class.
3. Relatively low inventories will result in 
greater stability of earnings.
4. Income and expense which is of an in­
herently fixed character will tend to fix earn­
ings.
In relating the investments shown in the 
Balance Sheet to this part of the earnings 
statement, it is found that the investments 
generally fall under three chief heads:
1. Credit obligations with fixed income 
return.
2. Ownership obligations of an investment 
nature, with a more or less variable income 
return.
3. Other securities or property, the direct 
income from which is subordinate to their 
value as a means of controlling other enter­
prises.
No rule can be laid down to judge of divi­
dend possibilities, but the following chief 
factors should be weighed:
1. The amount of surplus.
(Continued on page 446)
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W h a t  D e t e r m i n e s  P r o f i t s ? *
By H er m a n  C. J. P eisch , C.P.A., Minneapolis, Minnesota
B USINESS today is a science. It is founded 
upon principles. It has its laws just as 
have physics, chemistry, engineering and medi­
cine. The successful business executive is an 
accountant, an engineer, an economist and a 
phychologist all in one. He not only must 
know facts, he must know principles. A man 
can learn facts from experience, but a knowl­
edge of principles must usually come from 
real study.
A recent investigation covering representa­
tive concerns in the leading industries showed 
more than fifty per cent of business profits are 
due to changes in external conditions, and 
less than fifty per cent result from individual 
effort. In other words, profits are largely de­
termined by the application of one’s knowledge 
of fundamental business conditions.
The Business Cycle may be roughly divided 
as follows:
Improvement
Prosperity
Decline
Depression
The upward trend of the business cycle car­
ries most concerns along to success.
Conversely, the downward trend of the cycle 
brings temporarily successful firms to bank­
ruptcy. Never was this truth so strongly em­
phasized as it was in the depressions of 1920- 
1921, and 1930-1931.
Too many business men are not prepared 
for the reaction which must inevitably follow 
every boom.
It is said that 84%  of American business 
failures are due directly to an executive’s in­
ability to meet changing conditions.
This tremendous loss is doubly regrettable 
because it is possible for every business man 
not only to know, but to anticipate, the trend 
of business. You can know what the next 
move is to be and can take advantage of it in­
stead of being harmed by it.
The executive’s biggest and most important 
problem in management is co-ordination—
*Broadcast over Station KSTP, in series spon­
sored by the Minnesota Society of Certified Public 
Accountants.
making all departments work as a unit in­
stead of at cross purposes. This can best be 
accomplished by keeping all department heads 
posted on these vital factors. Conflicting poli­
cies, which cause organization decay and eat 
up profits, cannot arise if all executives are 
familiar with the fundamentals and know con­
ditions as the chief executive knows them.
Any executive in any business, large or 
small, can anticipate these changes, insure 
steady profits, and count on healthy growth 
for his enterprise by following six fundamen­
tal rules. Merchant, manufacturer, banker, 
or retailer will each find them directly ap­
plicable to his business.
K n o w  t h e  V o l u m e  o f  B usin ess
Know the volume of business in all lines 
of commercial activity in the United States 
and the world. W hen the total volume of 
trade is on the increase there is more business 
to be had by everyone— often more than can 
be handled efficiently. W hen the volume 
starts to decrease competitors become keen 
and the unwary are eliminated. This will 
form the basis of all your conclusions and 
forecasts.
K n o w  t h e  T r en d  o f  B usin ess
Know the trend o f the business cycle and 
its position at all times. Prices, money rates, 
real estate values, even human relations are 
governed by changes in the business cycle. 
Various important factors in your own busi­
ness are simple reflections of fundamental con­
ditions. Knowledge of this factor enables you 
to forecast fluctuations in your own business.
K n o w  t h e  L o c a tio n  o f  B usin ess
Sow your dollars of sales and advertising 
effort in the most fertile fields— avoid the 
barren spots. Results must increase accordingly. 
W ith these facts before you, it is possible to 
increase sales and cut selling costs.
K n o w  W h o ’s D oing  t h e  B usin ess
"W here is business best?” is probably the 
most used phrase in merchandising. Some
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cities or sections are booming while others, 
but a few miles distant, are down in the 
"dumps,” so the business man should intelli­
gently select the better cities or states.
The trend of local conditions can be very 
accurately figured some two or three months 
in advance. This enables one to concentrate 
sales and advertising effort on the most fa­
vorable localities. This assures increased sales 
at a lower selling cost. Changing sales tactics 
with conditions provides a steady market.
Know where the country’s business is by in­
dustries. One industry may be busy and pros­
perous while its neighbor faces a shut-down. 
Obviously, sales effort expended on the busi­
ness industries will prove most effective. This 
shows you how to get the greatest efficiency 
from your branches, dealers, sales staff or pur­
chasing department.
K n o w  t h e  T r en d  o f  P rices
Scientific purchasing today means more 
than merely "buying.” The "Buyer” as we 
used to know him is gone and the purchasing 
agent, versed in price changes and their eco­
nomic causes, has taken his place.
The Purchasing Agent who operates scien­
tifically today walks hand in hand with the 
Sales, Advertising, and Production Managers, 
and governs his purchases with two-thirds 
consideration to distribution and one-third to
production. Losses which ordinarily arise 
from buying at the wrong time and in the 
wrong quantity are automatically eliminated.
Know the trend of Commodities. The man 
who buys his materials on hunch, hearsay, and 
rule-o’-thumb must in the long run pay the 
average price. The man who purchases on a 
scientific forecast enjoys an unusual advan­
tage. W ith such data you can forecast raw 
material price changes and reduce your pur­
chasing to a scientific basis.
K n o w  H u m a n  F actors in  B u sin ess
In production, right buying and correct 
methods are necessary, but both are useless if 
the biggest single factor in production, i.e., 
the human element, is ignored. It is not suf­
ficient to apply cost of living figures to wages 
and act accordingly. "Management” must 
know the trend of "Feeling” among the work­
ers of an entire industry. Strikes, wages, hours, 
and working conditions closely follow the gen­
eral trend of the business cycle.
Know all factors affecting the human ele­
ment of business. The man who is a jump 
ahead instead of a jump behind avoids un­
necessary loss and friction. Strikes, wages, 
labor’s attitude, profit-sharing plans, welfare 
work, these all are vital to the successful op­
eration of business, not only for management 
but for the stockholders as well.
S o m e  T h o u g h t s  o n  B u s i n e s s  
— a n d  t h e  F u t u r e *
G eo rge W . Sims, C.P.A., Fresno, California
W hen we pause to consider the fact that 
our nation is built around business —  that the 
development of our country is in direct pro­
portion to the development of business— that 
the prosperity of the individual is entirely de­
pendent upon the prosperity of business—  
then only do we realize fully the significance 
and importance of the word business.
W e are indeed, fortunate, to be living in
*Paper read at meeting of the Fresno Chapter 
of the California Society of Certified Public Ac­
countants.
a country that ranks above all others in busi­
ness progress. This does not mean that busi­
ness in America has reached a state of per­
fection. It does mean, however, that we, as a 
nation, are more progressive; more eager to  
grasp opportunities; and more alert to the 
possibilities of new ideas.
Even, so, American business is still in its 
infancy. One need only glance back over the 
scientific and commercial achievements of  
the past decade to be convinced that still 
greater progress will be made in the future 
and with probably greater degrees of rapidity.
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Fortunate are we who live in this age— an 
age when opportunity offers an unlimited field 
for the man with ambition and the determi­
nation to go forward.
That business today is faced with innu­
merable problems cannot be denied. That the 
correct solutions to these problems can, and 
will, be eventually found and applied is cer­
tain. Today, more than ever before, all eyes 
are centered upon business. The best minds 
of our country are concentrating upon the 
problems of business.
It seems to me that the present situation 
presents a direct challenge to the members 
of our profession. Working day by day, hand 
in hand, with business, we owe certain defi­
nite obligations to business. Receiving in 
times of prosperity the bounty of business, 
we should not shirk our duty in times of 
adversity.
Trained, as we are, in the sciences of eco­
nomics, finance and accounting, we should be 
able to understand more readily than most 
persons the present needs of business. W e  
should now give our worthiest thought and
best efforts to the solution of the problems 
facing business.
Individually and collectively we should 
daily renew our pledge to work tirelessly in 
an endeavor to cast off this affliction that has 
come upon business —  to do everything in 
our power to restore confidence once more in 
the minds of those who feel that our coun­
try’s financial institutions and industries are 
unsound. In our daily contacts with manage­
ment, we should preach the doctrine of opti­
mism. W e should encourage the facing of 
facts and emphasize the necessity for estab­
lishing new values to conform to new con­
ditions.
Then, with the desire to be of even greater 
service, once our nation’s commercial star is 
again ascendant, we should continually strive 
to implant the sound principles of knowledge, 
efficiency and common sense to take the places 
of guesswork, waste and foolhardiness.
It is in this manner that we, as profes­
sional accountants, may discharge our obliga­
tion to business. W e owe this to business, 
my friends, for business is our client.
S y s t e m  a n d  B u d g e t a r y  S e r v i c e s *
By Louis H. Pilie, C.P.A., New Orleans, La.
T H E  other members of The American So­
ciety of Certified Public Accountants who 
preceded me in this series of educational talks 
on classified accountancy services, directed 
their efforts toward the discussion of the vari­
ous classes of "audits” and "examinations” 
conducted by the accountant.
It may be said that the term "accountant” 
is a generic one, because that expert’s duties 
are specifically divided according to their 
analytical and synthetical or constructive 
nature. My confreres, in their discourses on 
"audits” and "examinations,” have therefore 
considered the public practitioner in the posi­
tion of auditor, which stands on the analyti­
cal side of the picture. It shall be my purpose 
to convey to you what the business man or 
woman has a right to expect from the C.P.A. 
in engagements having to do with the installa­
tion of accounting and budget systems and 
directing their operation.
*Broadcast from Station W W L, New Orleans, 
May 23, 1932.
The usual, but natural, obstacle confronting 
the broadcaster in discussions such as this, is 
limited time. This restriction will find ex­
pression in my case in the omission of the 
less-relevant technical aspect of the subject, 
inasmuch as my address is aimed at the lay­
man rather than the expert. My full allotment 
of time will, therefore, be utilized in giving 
reasons why business management should avail 
itself of the best obtainable by way of ac­
counting and budgetary control systems.
The activities of the analytical auditor in­
deed hold fascination, and his achievements 
are self-satisfying, but true inspiration and 
gratification are ever present in urging the 
constructive, systematizing specialist to bet­
ter operation results on behalf of his clients. 
The system expert’s workshop is filled with 
tools of efficiency for modern management 
and his function is not primarily to detect and 
apply a remedy for a wrong already done, but 
to institute methods to prevent the commission 
of the wrong.
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Tell the average person in business that 
you are having an accounting system installed 
and he will immediately conjure up in his 
mind the picture of a ledger, a cash book and 
a journal. The term "Accounting System” 
means just that to him. W ell, those are but a 
few of the tools of system. Briefly, this is 
how the primary objectives of accounting sys­
tems may be summarized:
1st —  To make available to management cer­
tain needed information with a minimum 
of effort on the part of the accounting de­
partment. The order of the day is more 
data and more short cuts.
That the information should be supplied 
as rapidly as possible is an all-important 
factor because the value of financial operat­
ing data and statistics is considerably 
diminished when too much time is per­
mitted to elapse before their preparation 
and study;
2nd —  Proper accounting methods constitute 
the best protective insurance against fraud 
and error.
As an all-important collateral benefit, ex­
perience has proven that carefully organized 
and well coordinated routine is an impelling 
force toward the development of order and 
accuracy on the part of the employees, and 
even the executives.
Too much emphasis cannot be placed on 
the prevalent element of carelessness in turn­
ing profit curves into loss trends. Any ex­
perienced accountant will testify that many 
thousands of dollars, probably millions of 
dollars, are lost to industry through utter 
managerial carelessness and lack of executive 
control.
One of the characteristics of careless man­
agement is that when this great fault begins 
to make itself manifest in one department of 
the business, it will sooner or later appear in 
other departments. The time comes when it 
is only the sales volume which suffers that 
dreaded disease of steady, but avoidable de­
cline, but it becomes evident to the experi­
enced eye that the manufacturing and adminis­
trative branches are likewise susceptible of 
marked improvement. All too often, the con­
sequence is that the combined burden becomes 
so great that the business drops of its own 
weight. The fatal effect may be likened to the 
dreaded Alpine mountain slides which are 
frequently started by an eagle’s impulsive de­
parture from his lofty perch. The flapping of
his wings will send a small-sized loosened 
boulder hurtling down the icy slope. The 
spectre of rock, snow and ice takes on in size 
and is borne down at a greater speed from  
its own weight. The avalanche increases in 
mass and in momentum as it descends and, 
uprooting trees and demolishing villages, pur­
sues its destructive course to the valleys be­
low.
If we are to throttle the avalanche of in­
efficiency from tearing at the roots of our 
business institutions, we must slay the eagle 
Carelessness, and a more effective weapon has 
not been discovered than the inauguration of 
a well-planned, appropriately designed ef­
ficiency system.
At this time more than ever before is busi­
ness facing the need of relaxing the handicaps 
imposed upon it by frenzied competition and 
the dropping value of the purchaser’s dollar, 
and well may it turn to the efficiency man with 
instructions to devise and install such methods 
as will protect it from every possible mistake.
The complaint has been advanced that some 
concerns suffer from over-systematization. 
This is undoubtedly true. But the fact that 
the living human body will die if too much 
oxygen is forced into it does not mean that 
breathing is not good for life. Bearing in 
mind that one discordant instrument in the 
orchestra will spoil an entire musical program, 
even admitting over-systematization as a pos­
sibility, the business " chef-d’orchestre,"  know­
ing that a single element of inefficiency weak­
ens his entire organization correspondingly, 
should, even at the risk of overstepping him­
self a little, cease only when every system re­
quirement necessary to bring about a complete 
remedy of the situation has been met.
Much of what has been said in the fore­
going with respect to system in general will 
apply to budgets in particular, since the latter 
comes within the fold of the former. The 
budget is unique, however, in that it provides 
for the forecasting of future activities rather 
than the recordation of past history.
Time and experience have proven that the 
budget is a patent instrument of business. To 
my mind, no better exemplification of the 
budget’s value can be produced than that prac­
tically all of our large national corporate insti­
tutions employ them. Then, today, I know of 
no better way for a borrower to please his
( Continued on page 446)
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 C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s *   
  May, 1932 
P r a c t i c a l  A c c o u n t i n g
Problem 1: 
Adam East & Company, a firm of investment bankers, authorizes you to 
audit its books and prepare a certified balance sheet, at December 31, 1931. 
Following is the post-closing trial balance:
Particulars Dr. Cr.
Cash in b a n k ............................................................  $  42 ,116 .00
Due from selling participants.........................  392,000.00
Syndicate participation........................................  215,600.00
Cash advances.........................................................  25 ,000 .00
Marketable securities............................................ 222 ,100.00
Customers’ acco u n ts............................................. 53,416.50
Note payable— Bank ..........................................  $100 ,000 .00
Due to J. R. Smithson C om p an y .................. 475 ,000 .00
Adam East, c a p ita l...............................................  152,816.10
George Kay, c a p ita l .............................................  65 ,220.05
Hugo Hamilton, ca p ita l.....................................  44 ,854.15
Reserve for contingencies.................................. 50 ,000 .00
Net profit— 1931 .................................................. 62 ,342 .20
Totals .........................................................  $950 ,232 .50  $950,232.50
In an analysis of the accounts, you note the following points: 
"Syndicate participation” is the balance of the underwriting of an issue of 
$1,000,000.00 6% equipment trust bonds of the J. R. Smithson Company. 
Details supporting this account are:
Particulars Dr. Sales of bonds retained
Contract price of bond issue. .$  950,000 Particulars Cr.
Repurchases, at 98, to support Due from selling participants. $ 784,000
m ark et......................... ..............  196,000 (face value $ 1 0 0 ,0 0 0 ) . . . .  99 ,000
Listing, legal and auditing Sales of bonds repurchased
exp enses....................................  12,000 at 99   59 ,400
B alan ce ............................................ 215,600
Total ..............................  $1 ,158 ,000  Total ..............................  $1 ,158 ,000
*The Service of Examination Questions conducted by The American Society furnishes practically 
twice as many questions in Theory, Auditing, Commercial Law, and Economics and Public Finance 
as could be used by any State Board for a four-hour examination period, and twice as many prob­
lems in Practical Accounting as would be required for two examination periods of four to five 
hours each. A Board using the service makes its own selections and adds any special questions or 
problems which it desires. Part of the questions in Practical Accounting follow.
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Upon examining the contracts pertaining to this issue, you find that Adam  
East & Company has contracted for the above issue at 95, and has sold 
$800,000.00 of the issue to selling participants at 97 (one-half to be paid 
down, balance in 60 days), retaining bonds totaling $200,000 for its own use 
and thereby becoming a selling participant. Contracts with participants provide 
that sales to customers must be at a figure no lower than 99, and that Adam  
East & Company is obligated to maintain the market at 99 for sixty days after 
the contract date, November 18, 1931, by purchase, when necessary, on the 
open market. Profit or loss on resale of such securities is to be spread prorata 
among all selling participants. It is further provided that each selling partici­
pant, as identified by certificate numbers, who originally sold the bonds which 
are later repurchased by Adam East & Company, shall, as a penalty, forfeit his 
two-point profit on the bonds so repurchased, which profit shall be shared 
prorata with the remaining selling participants. The one point above the con­
tract price of 97 which has been charged to selling participants, is to cover the 
penalty that may be assessed. Of the bonds repurchased, $20,000.00 had been 
sold originally by Adam East & Company, and were a part of the $60,000.00  
that had been resold. At the close of the sixty-day period, the deposit of each 
participant is to be refunded after deductions have been made for penalties 
assessed against him.
Cash advances represent two items:
Advance to Burton Hunter & C om pany..........  $10 ,000 .00
Advance to George K a y ..........................................  15 ,000.00
Total .................................................................  $25 ,000 .00
The advance to Burton Hunter & Company is a call on one-fourth interest 
in a syndicate formed December 15, 1931, to purchase at 60 all the new issue 
of common stock of the Jones-Smith Company not subscribed by the stock­
holders of the Jones-Smith Company. The stockholders have from December 
15, 1931, to January 15, 1932, to purchase the issue of 50,000 shares, and it is 
found that at December 31 the market value had dropped to 59, and only 
12,000 shares had been purchased by the stockholders. The advance to George 
Kay is for estimated traveling and entertaining expenses to secure the American 
participation in a proposed loan to a foreign government.
Marketable securities, which represent temporary investments of cash are 
stated at cost, the market value at December 31, 1931, being $193,425.00. Mr. 
East asks you to value these securities at an arbitrary figure above the market 
value. He suggests that either cost, or a figure half-way between face value 
and market value be used and points to an editorial in a recent business maga­
zine as his authority. Y ou find that these securities are railroad bonds with a 
face value of $240,000.00, on which 6%  interest has been paid regularly; the 
earnings of the railroad have always exceeded interest requirements.
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Customers’ accounts are balances due on sales for other than syndicate 
accounts.
There are two notes payable: one to banks for $100,000.00, and a second 
to J. R. Smithson Company for $475,000.00, both unsecured, due January 12, 
1932, and January 18, 1932, respectively.
The partners share profits and losses in the following ratios: Adam East 
45% , George Kay 35% , and Hugo Hamilton 20% . Mr. Hamilton has recently 
been sued for payment of a mortgage which will not be covered by his personal 
assets. The deficiency is estimated at $10,000.00.
Withdrawals by partners during 1931 were:
Adam E a s t ....................................................................  $14,982.11
George K a y ...................................................................  6 ,784.18
Hugo Hamilton .........................................................  8 ,200.50
A reserve for contingencies was established in 1931 to provide for unpaid 
expenses arising from past syndicate promotions, and was charged against part­
ners’ accounts in the same proportion as other losses are shared.
You find that accrued interest of $60,000.00 at December 31, 1931, on a 
syndicate bond issue (of Orchard Manufacturing Company) promotion of 
1929 on which Adam East & Company had guaranteed the interest payments 
for five years, probably will not be paid at February 15, 1932, the due date.
Make whatever adjustments you consider necessary and prepare a balance 
sheet with an accompanying certificate, your work having been completed 
January 9, 1932.
Problem 2:
From the following information prepare a working trial balance, with 
explanations of any adjustments you may make thereon, which correctly re­
flects the balance-sheet accounts at December 31, 1931, and the income earned 
by the W atson Real Estate Corporation during the ten months ending on that 
date.
The corporation was organized on March 1, 1931, with a capitalization 
of $100,000.00, which was paid in cash.
The general ledger trial balance at December 31, 1931, arranged to show 
total debits and credits to each account, was as follows:
Particulars Dr. Cr.
Cash in bank ......................................................... . . . $ 189,228.55 $ 144,454.86
Accounts receivable— Land s a le s .................... 750,463 .00 201,718.82
Notes receivable.................................................... 23,000.00 11,000.00
Investments, acquired by cash purchases. . . . 50,000.00
Accrued interest on investm ents.................... 1,487.50
Unsold land ............................................................ 613,280 .00 375,231.50
Trustee’s cash ......................................................... 130,800.67 130,800.67
Due from tru s te e ................. ............................... 26 ,439.97 25,150.05
Furniture and fixtures ........................................ 10,000.00
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Contracts payable— L a n d ..........................................  101,730.97 613 ,280 .00
Accounts payable, for exp enses..............................  1,603.15
Unrealized profits .................... ...................................  94 ,8 5 9 .41 375,231.50
Capital common stock, 100 shares,
par value $100 .00  .................................................. 100,000.00
Interest earned— Investments ...................................  2 ,275 .00
Interest earned— Trust accou nts..............................  4 ,372.85
Officers’ salaries.............................................................  20,800.00
Office salaries ................................................................. 3 ,826.00
Office expenses .............................................................  4 ,128.32
Trustee expenses............................................................ 2 ,629.73
Taxes paid on unsold lo t s ..........................................  629.80
Commission realized from land sales......................  94 ,859 .41
Dividends p a id ..............................................................  1 ,200.00
Salesmen’s com m issions............................................. 48,741.23
Accrued Federal taxes...................................................  1,370.34
Federal income tax ...................................................... 1 ,370.34
Organization expenses ...............................................  6 ,732.66
T o ta ls .................................................................$2,081,348.15 $2,081,348.15
Agreements, entered into during 1931, with owners of numerous lots in 
various subdivision projects, all provide in brief that:
1. The W atson Real Estate Sales Corporation, as agent, is given an 
exclusive option covering a period of two years from the date of the agree­
ment to sell the lots at specified prices on a commission basis of 50% of 
the selling price, such rate of commission to be applied on each item of 
cash or notes received (and to be earned only upon such receipt) from lot 
purchasers; the commission is to be increased or decreased by one-half of 
any income received or expense paid by the trustee. The agent has no 
liability under the contract except to put forth his best efforts to sell the 
lots.
2. A trustee (The Hatter Trust Company) is to be appointed to take 
title to the lots; to collect installments on all sales contracts secured by the 
agent; to distribute the net proceeds between the original owners and their 
agent, The W atson Real Estate Sales Corporation; and to convey title to 
individual lot purchasers when the purchase price has been paid in full.
3. All taxes and special assessments are chargeable against either 
the original owners or, if the lots are sold, to individual purchasers.
Following is a summary of the Trustee’s reports, which have been audited 
and found to be in agreement with the above provisions:
CASH ACCOUNT
Receipts:
Collected on installment sales contracts............  $126,427.82
Interest on a b o v e ....................................................... 4 ,372.85 $ 1 30 ,800 .67
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Disbursements:
Paid to original owners of real estate.................  $ 86 ,418.82
Paid to Watson Real Estate Corporation..........  25 ,150.05
Trust expenses p a i d ..................................................  2 ,629 .73 114,198.60
Balance, 1 2 /3 1 /3 1  ..........................................  $ 16,602.07
The balance of $16,602.07 represents the collections of December, 1931, 
which were disbursed in January, 1932, as follows:
To original owners of properties.....................................  $15,312.15
To Watson Real Estate C orporation ............................ 1 ,289 .92
Total ........................................................................  $16,602.07
Below is a computation of profit reported as realized on collections:
Collections by Trustee, from sales contracts............. $126,427.82
Collections by company, retained by permission of 
trustee, as commissions:
Down payments collected at time individual
lot sales were m a d e ........................................  52 ,291 .00
From notes receivable of $23 ,000.00 accepted
as down-payment in lieu of cash...............  11 ,000.00
Total cash co llected ........................................  $189,718.82
Commission realized from collection of installment
sales contracts ($375 ,231 .50  of $ 189 ,7 1 8 .8 2 ).. $ 94 ,859 .41 
( 750,463.00 
Depreciation on furniture and fixtures for the ten months’ period should 
be computed at the rate of 10% per annum. 
Below is the computation of the Federal income tax liability as determined 
by the company:
Income:
Realized profits ...............................  $94,859-41
Interest earned ................................  6 ,647.85 $101 ,507 .26
Expense:
Commissions ....................................  $48,741 .23
Officers’ salaries ..............................  20 ,800.00
Other expenses................................  17,946.51 87 ,487 .74
Net in co m e..............................  $ 14 ,019.52
Less— Exemption ( 5 /6  of $3 ,000 .00) 2 ,600.00
Income subject to t a x ............. $ 11 ,419.52
Tax at 1 2 % .................... ............................. $ 1,370.34
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Problem 3:
The following letter and two financial statements have been submitted 
to your client who contemplates investing $100,000.00 in the T  Corporation. 
Your client turns the letter and the exhibits over to you, requesting that you 
give your opinion of the company’s financial position and of the advisability 
of making the investment suggested. W rite a letter to Mr. Blank. If you think 
the situation justifies it, state what further information Mr. Blank should re­
quest from the company.
Mr. George L. Blank,
City.
Dear George:
Complying with the request you made during our recent conversation, I 
am forwarding herewith statements prepared by our bookkeeper on April 30. 
As you will notice, we are now in pretty good shape, aside from the need of 
ready cash. W e  have built up a substantial surplus during our corporate life of 
eleven years, and we are realizing a net profit of over 10% on our recent con­
tracts. Furthermore, while we have secured no contracts not now in process, 
we have excellent prospects of securing several very large contracts around the 
first of June that will keep our organization busy throughout the remainder of
1932. By the close of this year we hope that at last we shall be on a dividend- 
paying basis.
As the balance sheet indicates, our common shares now have a book value 
of over $103.00 each. However, rather than obligate ourselves to the banks 
for further short-term loans, our shareholders have agreed that we should 
sacrifice some of our present equity in order to obtain permanent capital and 
thus take care of our immediate necessities and provide for normal expansion.
W e therefore offer to sell you 2,000 shares of our no-par common stock 
at $50.00 per share. W e believe this offer will appeal to you as a first-class 
investment and will give us working capital that will insure our future growth 
and success. Yours very truly,
T  CORPORATION
Builders -  General Contractors 
135 Reed Avenue
May 19, 1932.
Sil a s  R. M a n n , President.
T  CORPORATION
B a l a n c e  Sh e e t A p r il  3 0 , 1 9 3 2
ASSETS
C a s h ..........
Receivables:
$ 1,748.62
Completed j o b s .........................
Jobs in p rocess............................
Less— Costs to be incurred on
$ 45,814 .70
$645,673.12
uncompleted jobs 352,017.60 293,655.52 339,470.22
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Inventories, materials and supplies:
In stock room ...................................................................... $ 18,241.37
In process ........................................................................  55 ,608.26 73,849.63
Bonds and mortgages accepted in settlement
of debtors’ accounts............... ....................................... 33,000.00
Real estate, tools, trucks and equipment.........................  167,312.33
Organization expenses.................................................... .. 3,391.68
Prepaid expenses:
Insurance, licenses and office supplies....................... $ 9 7 3 .50
Engineering work on prospective jobs......................  3,361.72
Overhead, to be absorbed by jobs in process..........  45 ,305 .86  49,641 .08
Goodwill .......................................................................................  100,000.00
Total assets ...............................................................................................$ 7 6 8 ,413 .56
LIABILITIES =
Bank lo a n s ................................................................................................................... $ 45 ,000 .00
Accounts payable, including unpaid invoices on jobs in process............. 357,900.79
Accrued w ag es ...........................................................................................................  2 ,519 .72
Accrued in terest......................................................................................................... 5 ,215.16
Accrued ta x e s .............................................................................................................. 3 ,800.00
First mortgage on real e s ta te .............................................................................  47 ,250 .00
7%  cumulative preferred stock, $100 .00  p a r .............................................  100,000 .00
No-par common stock, 2 ,000 shares outstanding.....................................  100,000 .00
Surplus .........................................................................................................................  106,727.89
Total liabilities ..................................................................................... $768 ,413 .56
T  CORPORATION  
St a t e m e n t  o f  P r o fit  o f  J obs in  P rocess 
April 30, 1932
Particulars ---------------Amount
Total contract prices ............................................................  $1 ,715 ,942 .60
Cash received to d a t e ........................................................... 1 ,070 ,269 .48
Cash to be received ............................................. ................... $ 6 45 ,673 .12
Disbursements to be made:
Unpaid invoices applicable to jobs.........................  $ 121,478.91
Labor necessary to complete (estim ated)............. 21 3 ,5 9 3 .08
Materials to be purchased (engineer’s estimate) . 106,422.92
Overhead (1 0 %  of prime costs to be incurred) . 32 ,001.60 473,496.51
Estimated net profit to be realized on jobs in process $172,176.61
Percentage of net contract p r ic e s ...................................  10 .03%
Problem 4: 
From the following information prepare a consolidated work-sheet of the 
Ames Mfg. Co. and its subsidiaries at December 31, 1931:
Stuart-Jones Baher
Assets Ames Mfg. Co. Company Motor Co. 
Cash .............................. ........................  $ 326,126.17 $ 101,692.20 $ 13,322.16
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Inventories............................................ 533,826.33 412,312 .71  102,224.24
Other current a sse ts .........................  553,863 .50  373,115.41 108,575.91
Investments: Stuart-Jones Co. . . 960 ,000 .00  289,062 .50
Investment: Baher Motor Co. . . 400 ,000 .00
Securities, at c o s t ..............................  100,000.00 69,000 .00
Plant and equipment less
accrued depreciation...............  3 ,196 ,498 .20  1 ,868 ,987 .06  465 ,470 .70
Total a sse ts .......................$6 ,070 ,314 .20  $2 ,756 ,107 .38  $1 ,047,655.51
Stuart-Jones Baher
Liabilities and Net W orth Ames Mfg. Co. Company Motor Co. 
Accounts payable and
accrued expenses............................$ 540,281 .10  $ 267 ,161 .36  $ 122,322.38
Collateral trust 6%  bonds
due July 1, 1940 ............................ 500 ,000 .00
First-mortgage 6%  b o n d s .................. 1 ,000 ,000 .00  500 ,000 .00  200,000 .00
6%  preferred stock, par $ 1 0 0 .0 0 . . . 1 ,000 ,000 .00  200,000 .00
Common stock, no p a r ....................... 1 ,204,816.00
Common stock, par $ 1 0 0 .0 0 ...............  1 ,836 ,400 .00  400 ,000 .00
Surplus, January 1, 1 9 3 1 ....................... 603 ,000 .00  557,313 .50  146,718.23
Profits— Year ending Dec. 31, 1931 . 590,633 .10  226,816.52 * 21,385.10
Total liabilities and net worth. . $6 ,070 ,314 .20  $2 ,756 ,107 .38  $1,047,655.51
*Red.
The Ames M fg. Co. investments were made up of stocks in the following 
companies:
St u a r t -Jo n es  Co .
Date purchased Class of stock Shares Cost
June 30, 1930 ............. ............. No-par common 57,750 $800,000.00
May 8, 1 9 3 1 ............... ..........  No-par common 10,500 160,000.00
Totals ............. 68 ,250 $960 ,000 .00
Baher  M otor Co .
Date purchased Class of stock Shares Cost
January 1, 1923 Preferred, par $100 .00 1,000 $ 85,000.00
January 1, 1924 Common, par $100 .00 3,800 315,000.00
Total ............... $400 ,000 .00
The preferred stock of the Baher Motor Co. is 6% cumulative and non­
voting. Dividends on this preferred stock were in arrears from January 1, 1922, 
until December 31, 1927, when they were paid in full; all subsequent annual 
preferred dividends have been paid at the end of each calendar year.
The Baher Motor Company investment in the Stuart-Jones Company com­
prised the following:
Date purchased Class of stock Shares Cost
January 1, 1926 No-par common 13,125 $125 ,000 .00
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December 31, 1929 No-par common 13,125 164 ,062 .50*
T o ta l ...................................................................  $289,062.50
*Represents a 100% stock dividend which was capitalized at $12.50 a share and 
taken up as income. An entry was made at December 31, 1929, on the books of the 
Stuart-Jones Company transferring $656,250.00 from earned surplus to capital stock.
The net worth of the Stuart-Jones Company at the dates the Ames Mfg. 
Co. and the Baher Motor Co. acquired its stock was:
Particulars Jan. 1, 1926 June 30, 1930 May 8, 1931
Shares outstanding............... 52 ,500 105,000 105,000
Capital stock accou n t.......... . . . $548 ,566 .00 $1 ,204 ,816 .00 $1 ,204 ,816 .00
Surplus .................................... 41 ,396 .00 6 90 ,859 .90 736,929 .70
Total net worth . . $589 ,962 .00 $1 ,895 ,675 .90 $1 ,941 ,745 .70
The net worth of the Baher Motor Co. at January 1, 1923, and January 
1, 1924, was:
Particulars January 1, 1923 January 1, 1924
Preferred stock ............................................................ $200 ,000 .00  $200 ,000 .00
Common s to ck ..............................................................  400 ,000 .00  400,000.00
Surplus ............................................................................  * 76,918.33 * 64,360.00
T o ta l .............................................................. $523,081.67 $535,640.00
*Red.
No subsidiary profits have been taken up on the Ames Mfg. Co. books 
except in the form of dividends.
The inventories of the Ames Mfg. Co. at December 31, 1931, included 
purchases in 1931 from the Stuart-Jones Company on which the latter company 
made a gross profit of $61 ,326.19; similar purchases from the Baher Motor 
Co. were also included in the inventory, the gross profit to the Baher Motor 
Co. being $26,382.44.
On March 6, 1931, the Ames Mfg. Co. sold certain securities to the Stuart- 
Jones Company for $75,000.00, the profit realized by the Ames Mfg. Co. on this 
transaction being $12,000.00. On December 5, 1931, the same securities were 
purchased by the Baher Motor Co. for $69,000.00. The purchase price at both 
dates was in accordance with the market values then existing.
Intercompany accounts, included in other current assets and accounts pay­
able, at December 31, 1931, were:
Owing to Owing by Amount
Stuart-Jones Company Ames Mfg. Co. $149,382.12
Baher Motor Co. Ames Mfg. Co. 26,444.51
Stuart-Jones Company Baher Motor Co. 15,000.00
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C R E D I T S
M R. A. D. W H ITESID E, president of 
R. G. Dun & Company, gave the June 
Technical Meeting address before the Ac­
countants Club of America.
Prior to assuming his present position Mr. 
Whiteside had been associated with the N a­
tional Credit Office, which organization spe­
cializes in textile and steel credits. He was 
also president of the W ool Institute.
He expressed the opinion that probably no 
industry in the United States, not even bank­
ers, had been more insistent for a longer period 
upon audited statements than the distributors 
of textile fabrics. It was not abnormal for 
the manufacturers of women’s apparel to turn 
their capital eight times in a season, so that 
the slightest error in determining costs would 
have been a serious matter for them.
R. G. Dun & Company list approximately 
two and a quarter million commercial con­
cerns. The company took the definite posi­
tion that most concerns had reported their 
peak of prosperity with the close of 1929 
and comparisons have been made between con­
ditions at the close of 1929 and at the close 
of 1931 with an intermediate showing for the 
close of 1930.
Mr. Whiteside said they were endeavoring 
to strengthen the credit structure in every 
way possible, where facts will justify, and 
that for getting results they lean very heavily 
on the certified public accountants, from whom 
they derive the largest amount of information.
He indicated that in his judgment the pro­
fession was doing a greater and more con­
structive piece of work than in reality they 
imagined, but pointed out that in his judg­
ment it would soon be necessary for monthly 
projections of the cash position of clients to 
be made and that a service should be devel­
oped for smaller concerns than heretofore. 
The small business man needs to have his 
business charted just as well as the larger one. 
This group of smaller concerns constitutes 
about 70%  of the business units. In the ag­
gregate they have an immense volume of busi­
ness and while it is true that on the whole 
they have stood the depressed business con­
ditions better than the larger concerns, they 
are, nevertheless, in need of professional as­
sistance.
For several years prior to and including 
1929, mergers had followed one another to 
such an extent that seemingly the small busi­
ness unit was at a disadvantage. It is now 
noted that the smaller unit concerns have ad­
justed their affairs and are moving forward 
more rapidly than the larger ones. Large or­
ganizations have been compelled to continue 
operations with a lower basis of production 
and relatively higher fixed charges.
He reported that comparisons were now 
largely made between the 1932 figures and 
those of the last year which showed practi­
cally the same volume of business, which in 
some cases carried one back to pre-war years. 
He expressed the opinion that it was not pos­
sible for the United States to have a return to 
continuous prosperity without the adoption 
by industries, as collective units, of some type 
of Uniform Accounting. The time is past when 
prosperity can be measured by its relationship 
to volume. Prosperity can only be determined 
by profits. It was his opinion that industry 
must, within itself, control itself. Cut-throat 
competition had proven disastrous. Investors 
had become tired of poor leadership.
He maintained that as a result of present- 
day conditions the accounting profession had 
an opportunity as well as a responsibility, 
which has never been equalled. If the pro­
fession recognizes it with reference to its in­
dividual clients and the profession as a whole, 
working with the various individual units, 
evolves cost standards applicable to the present 
day, so that the necessary changes in the finan­
cial structure of business are made intelligently, 
national prosperity will ensue.
Independent Audits
(Continued from  page 401) 
the reports of such accountants shall be ren­
dered in full to each and every director and 
be made available for inspection by the 
shareholders; and that the text of the account­
ants' certificate be spread on the minutes of 
the company and printed in the annual re­
port; and, be it further
R esolved , That the Chamber recommends 
that all close corporations and firms as well 
as counties, cities, and other political sub­
divisions which require substantial loans from 
financial institutions or others, inaugurate the 
practice of periodical audits by independent 
certified public accountants.
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S T A T E  S O C I E T Y  N E W S
ARKANSAS
The June meeting of the Arkansas Society 
of Certified Public Accountants was held at 
the Marion Hotel, Little Rock.
An educational program which has been un­
der consideration by the member of the 
Society for some time, was finally approved 
at this meeting. An expenditure of approxi­
mately $1 ,200 will be involved, being spent 
through the coming twelve months through 
the medium of advertising in the two papers 
having State-wide circulation, the A rkansas 
Gazette and the A rkansas D em ocrat.
A standard "Improvement District” annual 
report form was submitted for approval and 
adoption by members of the Society. Upon 
approval, it will be submitted to the City 
Council of Little Rock for adoption, later to 
be submitted to the legislature for general 
adoption throughout Arkansas, compelling 
districts to be audited by certified public ac­
countants of Arkansas.
J. C. Fuller, the society’s representative on 
the Four-State Committee, was authorized to 
meet with representatives of the Louisiana, 
Texas and Oklahoma societies with a view to 
arranging another Four-State meeting to be 
held in Oklahoma City in the Fall.
*  *  *
CALIFORNIA
The annual meeting of the California State 
Society of Certified Public Accountants was 
held at the Los Angeles Athletic Club, Los 
Angeles, on June 11, 1932.
The election of directors and officers for 
the year ending May 31, 1933 resulted as 
follows: President, James E. Hammond; Vice- 
President, Melvin D. W ilson; Vice-President, 
John F. Forbes; Secretary-Treasurer, B. W . 
Bours; Directors, Harry W . Moore, Oscar 
Moss, W m . E. W are and Melvin D. Wilson.
*  *  *  
The annual meeting of the San Francisco 
Chapter of the California State Society of 
Certified Public Accountants was held at the
Presidio Golf Club, on June 2, 1932. Offi­
cers and directors elected were as follows: 
President, Lewis Lilly; Vice-President, Judson
E. Krueger; Secretary-Treasurer, B. W . Bours; 
Directors, Jesse R. Carter, Anson Herrick, 
W . R. R. Kilroe and Addison G. Strong.
*  *  *
FLORIDA
The regular annual meeting of the Florida 
Institute of Accountants was held at the San 
Juan Hotel in Orlando, June 17 and 18, 1932.
The Friday morning session was called to 
order by President B. E. James. Following 
the invocation by Rev. Dr. Adcock, an ad­
dress of welcome was given by Honorable 
Sam Y . Way, Mayor, which was appropriately 
responded to by J. E. Bigham. Reports of 
the officers and various committees were 
heard, after which H. M. Turnburke led a 
discussion on "Bidding.”
In the afternoon Frank W . Norris, Vice- 
President of the Barnett National Bank of 
Jacksonville, gave an interesting and instruc­
tive talk on "Relations Between Banks and 
Accountants.” Mr. Norris was followed by 
Walter Mucklow who, in a spirited talk, 
urged the accountants to awaken to the many 
opportunities confronting them. A commit­
tee composed of W alter Mucklow, Chairman; 
Harry B. Graham, Horrie P. Andrews, S. 
George Hay and B. E. James, was appointed 
for the purpose of attempting to revive the 
interest of a cco u n ta n ts  in the chapters 
throughout the State.
Saturday morning C. Cecil Bryant, Chair­
man of the State Board of Accountancy talked 
on the activities of the State Board. S. George 
Hay, of Jacksonville, read a paper on "The 
Responsibilities of Accountants” which pro­
voked considerable discussion.
Officers elected for the ensuing year were: 
President, E. R. Sheldon; Vice-President, F. B. 
Colley; Vice-President, J. B. Asher; Vice- 
President, H. B. Graham; Secretary, C. H. 
Goodrich; Treasurer, W . E. Keen.
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GEORGIA  
President’s Bulletin No. 1, of the Georgia 
Society of Certified Public Accountants, is a 
model of breeziness with which information 
may be presented. It is mostly concerned with 
the recent annual State convention.
The president is W . J. Carter. The Bulletin 
is signed "Just Bill.” Every member who did 
not attend that convention must have realized 
that he missed something.
Two paragraphs from the Bulletin will ap­
ply equally as well in every other State in the 
Union. They read:
"The accomplishments during this year will 
determine your interest in your chosen profes­
sion— I might even say your right to call it 
your own. You have seen fit to honor me 
with the Presidency, and I shall strive to show 
my sincere appreciation. Honor me now with 
your cooperation. I know you will. Several 
have already rendered heartfelt expressions 
which make me quite confident that a year 
hence when day is done, we shall all be glad 
to have the memory linger on. It all depends 
on YO U .
"W here are we going? Do we want to go 
to the same place? Are we on the right road? 
Before the first step can be taken, we must 
study the road map, line up on the same road, 
and then the band can play and the parade 
begin. I am enclosing this road map, which 
is our code of ethics. Read every word of it, 
then write me that you are ready to go. This 
is a funny road map, as it only contains one 
road, but it’s just a possibility that you may 
not be familiar with it. There are no detours, 
so if you don’t like it straight, let me know 
now, it might avoid embarrassment later.”
*  *  *
M ARYLA N D  
At the annual meeting of the Maryland 
Association of Certified Public Accountants, 
held on June 14, 1932, the following officers 
were elected for the ensuing year: President, 
Henry G. Burke; Vice-President, C. Willard 
Amos; Secretary, F. Earl Reuwer; Treasurer, 
Frank A. Shallenberger; Auditor, William M. 
Krieb. Trustees: Harlan Johnson, Julian A. 
J enkel, Charles W . Smith, Henry G. Burke,
C. Willard Amos, F. Earl Reuwer, Frank A. 
Shallenberger, Ernest E. Wooden, Edward G. 
Stegman and J. Raymond Hutson.
MASSACHUSETTS 
The annual meeting of the Massachusetts 
Society of Certified Public Accountants, Inc., 
was held on Monday, May 23, at Woodland 
Golf Club, W est Newton.
Dinner was served at 7 p.m., followed by 
a brief business session at which the follow­
ing officers were elected: President, Donald 
P. Perry; Vice-President, Raymond D. W il­
lard; Secretary, Arthur W . Yardley; Treas­
urer, John F. Clarke; Auditor, John J. Mc­
Isaac; Members of Executive Committee, Ros­
coe H. Belknap, Schuyler Dillon and Herbert
E. Tucker.
Golf and tennis were enjoyed during the 
day and the evening was devoted to dancing 
and bridge.
*  *  *
M ICHIG AN  
The Michigan Association of Certified Pub­
lic Accountants held its annual meeting at the 
Detroit-Leland Hotel, Detroit, on Thursday 
evening, June 16, 1932.
The following officers and directors were 
elected for the coming year: President, L. C. 
Nielsen; Vice-President, W . B. Isenberg; Sec­
retary, W . H. Ball; Treasurer, M. A. Yockey. 
Directors, K. S. Collins, C. M. Laux and E. T. 
Pheney. Auditor, Grace Dimmer.
*  *  *
The annual meeting of the Western Michi­
gan Chapter of the Michigan Association of 
Certified Public Accountants was held at the 
Muskegon Country Club on June 7, 1932, at 
which time the following officers were elected 
for the ensuing year: President R. C. Mai­
hofer, Muskegon; Vice-President, J. H. Hum­
mel; Secretary, A. J. Van Keppel; Treasurer,
C. H. Koebbe; Auditor, G. F. Blanchard, all 
of Grand Rapids.
*  *  *
MISSOURI 
The annual meeting of the Missouri So­
ciety of Certified Public Accountants was held 
at the Kirkwood Country Club, St. Louis, 
on June 10.
The morning was devoted to committee 
reports, election of officers and discussion of 
various problems affecting the society. Offi­
cers elected were: President, L. W . Tracy; 
First Vice-President, F. R. Brodie; Second 
Vice-President, L. J. Muren; Secretary, R. C. 
Mare; Treasurer, Edward Fraser; Directors,
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J. O. Dickenson, Roland Abel, R. W . Smith, 
L. W . Tracy, F. R. Brodie and R. C. Mare.
In the afternoon there was a golf tourna­
ment, with provision for attending the base­
ball game for those not playing golf, and a 
bridge party for the ladies. The annual ban­
quet was held in the evening, followed by 
dancing.
* * *
At the annual meeting of the Kansas City 
Chapter of the Missouri Society of Certified 
Public Accountants, held on May 16, 1932, 
the following officers were reelected: Presi­
dent, David B. Peter; Vice-President, J. Gor­
don Steele; Second Vice-President, R. W . 
Smith; Secretary, Harry L. Stover; Treasurer, 
T. C. Hansen.
* *  *
The St. Louis Chapter of the Missouri So­
ciety of Certified Public Accountants held its 
annual meeting on May 26, 1932, at which 
time the following officers were elected: 
President, P. W . Murdock; First Vice-Presi­
dent, T. F. Leonard; Second Vice-President,
O. M. Cartall; Secretary, W . J. Slais; Treas­
urer, W . A. Helm.
* *  *
N E W  JERSEY
The Society of Certified Public Accountants 
of the State of New Jersey has published in 
pamphlet form the report of its Committee 
on Classification of Accountancy Services and 
Certificates, rendered as of May 20, 1932. 
The report is essentially the same as that al­
ready adopted by The American Society and 
by the New York State Society.
*  *  *
N E W  M EXICO
The annual meeting of the New Mexico 
Society of Certified Public Accountants was 
held in Roswell on June 18, 1932. The 
executive session was held in the Hotel Gil­
keson.
Various matters were discussed and ap­
proved in the general preparation which the 
society is making towards the passage of a 
regulatory accountancy law at the next ses­
sion of the legislature. A request will be 
made of the State Bar Association and any 
other associations interested, for assistance.
Officers elected for the ensuing year were: 
President, C. L. Linder; Vice-President, Lon 
Fletcher; Secretary-Treasurer, Rodney B. Hor­
ton; Directors, R. D. Jones, Ernest Reynolds,
J. Bryan Stephenson, and Guy A. Douglass.
In the evening a banquet was held at the 
Nickson Hotel, to which public accountants 
were invited.
*  *  *
N O RTH  CAROLINA  
The Charlotte N e ws for Sunday, June 12, 
carries as its leading local news article a re­
port in which a cut of practically two-thirds 
of a million dollars is advocated in local gov­
ernment costs, $345 ,000  having to do with 
city government; $175 ,000  in school costs, 
and $145 ,000  in county costs.
This suggested cut was made by a com­
mittee representing all of the various city 
activities. The seventh and eighth paragraphs 
of the report follow:
"Realizing that it was first necessary to 
obtain the required information covering the 
present expenses and budgets of our local 
governments, a special Accountants Committee 
from the local membership of the State Asso­
ciation of Certified Public Accountants kindly 
accepted the task, at our request, of assisting 
the committee in procuring the cost and budget 
information of the local governments, which 
was invaluable and without which your com­
mittee would not have been able to have made 
any satisfactory progress in arriving at intel­
ligent conclusions.”
"It required about ten days for the Ac­
countants Committee to procure and to pre­
pare statements of the analysis of the payrolls 
and budgets covering the present fiscal years 
of the local governments ended at June 30,
1932 .”
*  *  *
OREGON
Newly-elected officers of the Oregon State 
Society of Certified Public Accountants are: 
President, Jerome W . Hanks; Vice-President,
H. W . McIntosh; Secretary, J. C. Goldrainer; 
Treasurer, Ernest S. Farnand. Directors, A l­
bert M. Niemi, Seth R. Stockton and F. S. 
Hecox.
*  *  *
OREGON AN D W ASH IN G TO N  
The eleventh annual joint meeting of the 
Oregon and Washington Societies of Certi­
fied Public Accountants was held in Seattle 
on June 24 and 25, 1932, at the Washington 
Athletic Club.
At the Friday afternoon session, following
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the report of the Committee on Accrued 
Taxes, given by R. D. W hite, Professor Joseph 
Demery, of the University of Washington, 
delivered an address on "W ar Debt Cancella­
tion and Its Relation to Prosperity.” J. M. 
McConahey was the leader of the discussion 
which followed. M. D. Wells, of Portland, 
then spoke on "Improved Methods of County 
and State Taxation,” with Harold L. Scott 
leading the discussion.
A bridge luncheon was given for the ladies, 
Mrs. C. Clauson and Mrs. H. L. Scott being 
hostesses. At 7 :3 0  p.m. a dinner dance was 
held in the Main Dining Room of the W ash­
ington Athletic Club.
The Saturday morning session opened with
H. W . McIntosh acting as Chairman. Fletcher
O. Johnson was the first speaker, having as 
his subject "Are Our Blue Sky Laws Effec­
tive?” discussion following which was led by
S. F. Racine. Herbert Elles Smith addressed 
the meeting on "The Interest of the C.P.A. 
in Public Affairs,” E. P. Jarvis leading the 
discussion.
At noon the assemblage drove to Overlake 
for luncheon and golf.
PEN N SYLV A N IA
The annual meeting of the Pennsylvania 
Institute of Certified Public Accountants was 
held at Bedford Springs Hotel, Bedford, 
Pa., on June 16, 17 and 18, 1932.
Reports of the officers showed that the 
Pennsylvania Institute in this 35th year of its 
existence was in splendid condition, its mem­
bership, which was fifteen at the original 
meeting held in 1897, having reached 494.
The following chairmen gave reports of 
their committees which indicated that much 
time, thought and research had been put on 
the subjects assigned to them: Frank Wilbur 
Main for the Committee on Professional 
Ethics; Anthony T. Contie for Committee on 
Nominations; Edward P. Moxey, Jr., for 
Committee on Education; J. K. Mathieson 
for Committee on Commercial Arbitration; 
Robert J. Bennett for Committee on Coopera­
tion with Bar Associations; W ill-A. Clader 
for Committee to Study the Pennsylvania 
C.P.A. Laws in Relation to Similar Laws of 
Other States; Clarence L. Turner for the 
Committee on Taxation; Frank Wilbur Main 
as Editor of the Spokesman, official organ of 
the Institute.
An unusually interesting feature of the eve­
ning was an open forum held under the 
guidance of General Chairman Arthur Med­
lock, of Pittsburgh. The chief topic for dis­
cussion was the proposed Codification of the 
Corporation Laws of Pennsylvania. The reso­
lution of the New York Chamber of Com­
merce in which the independent audit of 
corporations was strongly recommended was 
also used as a basis for discussion. The mat­
ter of recommending a similar resolution to 
the Pennsylvania Chamber of Commerce was 
referred to the incoming Council as one of 
the major items of business for consideration 
during the coming year.
The annual dinner on Friday evening was 
a most enjoyable affair. The chief speakers 
of the evening were T. Edward Ross, one of 
the fifteen original members who formed the 
Pennsylvania Association of Public Account­
ants more than thirty-five years ago, and Rob­
ert J. Bennett, Secretary of the Institute for 
fifteen consecutive years.
A vote of appreciation was unanimously 
extended to Frank Wilbur Main and Joseph 
M. Pugh, retiring members of the Pennsyl­
vania Board of Examiners, for the long, effi­
cient and painstaking services as members of 
the State Board for so many years.
Brief addresses were made by Arthur Med­
lock, General Chairman of the annual meet­
ing and retiring President Ernest Crowther.
George Wilkinson was made an honorary 
member of the Institute for yeoman service 
performed by him in the interest of the pro­
fession during the past forty or fifty years.
Officers and directors elected for 1932-33  
were: President, William R. Main; Vice- 
President, Adrian F. Sanderbeck; Secretary, 
Robert J. Bennett; Treasurer, Robert H. Ris­
singer; Auditor, Harold A. Kluge. Members 
of the Council elected for one year: W ill-A. 
Clader, John Hood, Jr., and Edwin S. Reno; 
for two years, John K. Mathieson and Ernest 
Crowther.
* *  *
The Philadelphia Chapter of the Pennsyl­
vania Institute of Certified Public Account­
ants held its annual meeting on Wednesday 
evening, May 18, 1932, at the Art Club.
Reports of the officers, auditor, standing and 
special committees were received and accepted. 
The following officers were unanimously re­
elected to serve for the ensuing year: Chair­
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man, Clarence L. Turner; Vice-Chairman, J. 
Cyril McGarrigle; Secretary, Frank S. Glen­
dening; Treasurer, John Balch. Howard Mc­
Connell was unanimously reelected to serve as 
Auditor. Those elected to fill vacancies on the 
Executive Committee were Gustave J. Lex­
man, Benjamin Goldenberg and H. A. Kluge.
*  *  *
W A SH IN G TO N
The annual meeting of the Washington 
Society of Certified Public Accountants was 
held on May 14, 1932, at Wenatchee, the 
selection of a more central point in the State 
resulting in a more representative attendance.
Officers were elected as follows: President 
John E. Chambers; Vice-President, E. C. 
Daniels; Secretary-Treasurer, Neil Sexton; 
Director, L. F. W . Reinhard, George V. W hit­
tle, C. S. Cowan, S. L. Friedman, Fletcher
O. Johnson, William McAdam, H. F. Moore,
C. L. Stickney, Jr., C. L. Stone.
* * *
The June number of T h e  C .P .A ., issued by 
the Spokane Chapter of the Washington So­
ciety of Certified Public Accountants contains 
short comments on Management, Budgets Are 
Basic, Budget Controls Turnover, Time Can 
Be Budgeted.
* *  *
The Wednesday, June 8, meeting of the 
Seattle Chapter discussed the topic of "M an­
agement and Manipulation of Dirigibles,” 
following its presentation by S. F. Racine.
It was maintained that dirigibles have at 
least two things in common with accounting. 
In the first place they are at the beginning of 
their respective careers; only the future can 
tell the extent of their accomplishments. In 
the second place they are both up in the air.
Today the world is accounting-minded as 
never before. Attention is being called to the 
fact that many failures might have been avoid­
ed had the business organizations utilized the 
services of certified public accountants. The 
profession is being called on as never before 
for assistance. Its opinion is desired as well 
as its certificate attesting the correctness of 
figures.
* * *
W ISCONSIN
The annual meeting of the Wisconsin So­
ciety of Certified Public Accountants was held 
in conjunction with the usual all-day outing 
at Lakeside, Pewaukee Lake, June 29, 1932.
Herman C. J. Peisch, immediate past-presi­
dent of The American Society, and Mrs. 
Peisch, of Minneapolis, Minnesota, w ere  
among those present.
An active and delightful day was spent 
playing golf, barn yard golf, tennis, baseball 
and in swimming. Carl Dietze successfully 
defended his Low Gross Cup, won the previ­
ous year, and Leslie Aspin won the Jack Tan­
ner Cup for low net score.
J. Currie Gibson made the presentation 
speeches in awarding the many prizes.
The annual meeting followed the evening 
dinner and was called to order by President 
William Charles. Officers and directors elected 
for the ensuing year: President, William  
Charles (reelected) ; Vice-President, Andrew 
Peterson; Secretary-Treasurer, H. A. Sinclair.
   State Board News  
COLORADO  
The Colorado State Board of Accountancy 
has recently issued a booklet containing its 
rules and a copy of the C.P.A. law.
* * *
M ICHIG AN
D. W . Springer has received his seventh com­
mission as a member of the State Board of 
Accountancy.
* *  *
TENNESSEE  
The Tennessee State Board of Accountancy 
has issued, as of May 1, 1932, a very com­
plete Certified Public Accountant Directory. 
In addition to the usual State Act governing 
the practice of accountancy, Rules of the 
Board and list of those licensed to practice as 
certified public accountants or as public ac­
countants, the Directory contains opinions of 
the Attorney General on the construction of 
the law, various forms for letterheads and 
use of the term "Certified Public Account­
ants” which the Board deems proper, Rules 
of Professional Conduct adopted by the 
Board, copy of the form of application for 
examination, for reciprocal certificate and for 
accounting engagements by non-residents, a 
copy of the certificate issued by the Board, 
and a list of states with which Tennessee 
has reciprocity agreements.
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M edical Profession
( Continued from  page 416) 
the consideration and solution of these and 
similar problems of medical practice.
Finally, it should be clear to the Federa­
tion that there are many important aspects 
of our problems which other bodies are more 
competent to handle than we ourselves are. 
The voluntary withdrawal of the Federation 
in matters of medical education in favor of 
the Association of American Medical Col­
leges has stimulated the work of that excel­
lent organization to new life, and the pres­
ence of the distinguished chairman of the 
Council on Medical Education and Hospitals 
of the American Medical Association as our 
guest of honor today signifies the deference 
which we gladly yield to that body in many 
matters of mutual interest. Through friendly 
cooperation with these bodies, through an in­
creasing recognition of our obligation to exer­
cise our extraordinary legal powers, and par­
ticularly, through the recognition of our obli­
gation to anticipate and lead the way in fu­
ture legislation looking to the protection of 
the public we officially serve, the Federation 
of State Medical Boards will justify its lead­
ing place in the field of medicine.
Financial S tatem en ts
(Continued from  page 426)
2. The amount of net profits for the pre­
ceding or current period.
3. The condition of working capital.
4. Stability of earnings.
5. Plans for expansion or contraction.
6. The temperament of the directorate.
The presence of surplus is necessary; a fair
showing of profits and sufficient surplus of 
working capital are most desirable, and the 
opinion of the board of directors as to all of 
the factors, plus their personal motives, will 
determine the dividend declaration.
The work of analysis would be incomplete, 
however, did it not insist upon the importance 
of considering the skill and other qualifica­
tions of the management. There are, how­
ever, four external conditions that are almost 
certain to bring disaster upon an enterprise. 
To get a complete picture of the prospects 
of an undertaking, one must go behind the 
statements and study the external factors.
1. Excessive competition.
2. Unprofitable expansion:
a. Kind of business condition.
b. Gross sales.
c. Margin of gross profit.
d. Margin of net profit.
3. Change in public demand.
4. The distribution of capital as ostensible 
profits.
From this outline of the so-called external 
causes of failure, that is, factors lying out­
side the operating end of the business, it is 
clear that the positive evidence of their exist­
ence is to be found in the statements.
Expert management will require both the 
ability to see the story told in the figures of 
the statements and a knowledge of current 
happenings in the world of business that will 
affect the future course of profit and loss.
System  and Budgets
(Continued from  page 430) 
banker than to tell him that he is operating 
under a scientific plan of budget control.
There are many who object to budgets on 
the grounds that the actual accomplishments are 
usually out of conformity with the anticipated 
results. In my opinion, this objection is not 
a reasonable one, for two reasons:
First, some of the larger variations are but 
exemplifications of the management’s utter 
ignorance of its business affairs, and its sad 
inability to plan ahead. Those objectors, 
while frowning on the scientific budget, 
will invariably concern themselves with 
spasmodic predictions of future earnings 
and expenses, which are more or less always 
inaccurate, and, although not always con­
scious of the fact, they make use of these 
make-shift estimates in making decisions 
and formulating policies.
Secondly, I do not believe the forementioned 
condemnation of the budget’s practicability 
is based on reasonable grounds because it 
should not be expected that the results 
should always agree with the estimates. A  
fundamental principle which exists with 
respect to all classes of systems is that the 
business should never be made to fit the 
system, but quite the contrary, the system 
should be utilized to further the ends of the 
business.
If certain unforeseen circumstances result
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in a substantial favorable outcome not pre­
viously predicted, it would be poor judg­
ment to cast aside the budget just because 
the outcome failed to agree with the esti­
mate. The very comparison made possible 
by the budget should prove of inestimable 
value in that it brought to light the favor­
able difference occasioned by these unfore­
seen conditions which may otherwise have 
gone unnoticed. W ith this knowledge in 
its possession, the management may then 
take the proper steps to bring about a 
repetition of the desired condition.
The efficacy of budgetary control is gradu­
ally being more and more recognized and, if 
it may be said here without violating the 
bounds of modesty, this recognition has been 
brought about more by the accountant’s per­
sistence in expounding its merits than by any 
other single factor.
General Evans, C. P. A.
William McKendree Evans, of Richmond, 
Virginia, the holder of the first C.P.A. certi­
ficate issued in Virginia, an honored member 
of The American Society since 1922 and one 
of the youngest of the "old-time” certified 
public accountants, recently visited Washing­
ton on a very interesting mission.
The Veterans in Gray had been holding 
a reunion at Richmond. Approximately a
hundred survivors of the Armies of the Con­
federacy spent Saturday, June 25, in W ash­
ington. There are only six members of Gen­
eral Forrest’s Cavalry now living. Five headed
the parade, four mounted and still showing 
at their age a type of horsemanship which 
is entirely lacking in the youth of these 
automobile days. The fifth member, physi­
cally incapacitated, was obliged to accept the 
friendly assistance of an automobile.
The reviewing stand on Constitution Ave­
nue was occupied by representatives of the 
various governmental departments. At the 
Richmond reunion, General Evans, about to 
celebrate his 87th birthday anniversary, acted 
as Grand Marshal of the parade. He is Com­
mander of the Department of the Army of 
Northern Virginia, which office is next to 
that of Commander-in-Chief of the United 
States Confederate Veterans. In the parade 
down Pennsylvania Avenue he was one of 
the striking figures.
Hats off to our comrade in the accountancy 
profession!
ANNOUNCEMENTS
Griffith and Company, Certified Public Ac­
countants, announce the removal of their 
Philadelphia office to the Girard Trust Com­
pany Building, Broad Street and South Penn 
Square, Philadelphia, Pa.
Max Gross and Dudley Litman have form­
ed a partnership for the general practice of 
accountancy under the firm name, Gross & 
Litman, Certified Public Accountants, at 68  
Nassau Street, New York.
A. B. Waldbaum & Company announce the 
removal of their offices to Suite 1001-5 Twelve 
South Twelfth Street, Philadelphia Savings 
Fund Building, Philadelphia, Pa.
Announcement is made of the dissolution 
of the firm of Miller, Moll & Co., as of June 
1, 1932.
George A. Miller & Co. announce the open­
ing of offices for the practice of accountancy 
in the Girard Trust Building, Broad Street 
and South Penn Square, Philadelphia, Pa.
Frank J. Thunberg, C.P.A., announces the 
opening of an office at 89 State Street, Boston, 
Mass., for the general practice of accounting 
under the firm name of Frank J. Thunberg
& Co.
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Morris Seifer, counsellor at law and C.P.A ., 
announces the removal of his offices to the 
Firemen’s Building, 786 Broad Street, Corner 
Market, Newark, New Jersey.
moval to 103 Arcade Building, Asheville, 
N. C., where they occupy joint offices.
Herbert G. Stockwell announces his retire­
ment from the firm of Stockwell, Wilson & 
Linvill, Certified Public Accountants, on May
1, 1932.
The business will be carried on by William  
J. Wilson, Walker E. Linvill and John C. 
Parry, Jr., under the firm name of Wilson, 
Linvill & Parry, Certified Public Accountants, 
1715-1720 Land Title Building, Philadelphia, 
Pennsylvania.
Otho G. Cartwright, C.P.A., & Associates, 
announce the removal of their New York  
office to the Fortieth Floor of Sixty W all 
Tower, New York City.
Rodney B. Horton, J. Glenn Bixler and 
Fred R. Gould, Certified Public Accountants, 
announce the formation of a partnership un­
der the name of Horton, Bixler and Gould 
for the general practice of accounting in Texas 
and New Mexico. Offices will be maintained 
at 1007-1008 Mills Building, El Paso, Texas, 
and 304-306 Sunshine Building, Albuquerque, 
New Mexico.
Paul J. Richards and Milton L. Ganly an­
nounce the formation of a partnership for 
accountancy practice under the firm name of 
Richards & Ganly, Certified Public Account­
ants, 69 Dey Street, New York City. H. A. 
Wythes, C.P.A., will be associated with the 
firm.
Haskins & Sells announce admission to 
membership in  the firm of Aubrey C. Fuller­
ton and Judson E. Krueger, Certified Public 
Accountants connected with the San Francisco 
office, and Spencer B. Stevenson, C.P.A., of 
the New York office.
Haskins & Sells announce the removal of 
their Providence office to the New Industrial 
Trust Building, Providence, R. I.
W m . H. Zimmerman, C.P.A., Mason & 
Company, Certified Public Accountants, and
F. O ’C. Fletcher, C.P.A., announce their re-
Announcement is made of the removal of 
the offices of the New York State Society of 
Certified Public Accountants to the Sixteenth 
Floor of 30 Broad Street, New York City.
Among the many suggestions made for 
snapping the country out of its present busi­
ness lethargy, one of the most novel was that 
presented by Lawrence W . Scudder, C.P.A., 
the basis of which rests on the theory that a 
tax levy on unspent income would either pro­
duce a sufficient revenue to the Government 
to care for its needs or if the revenue was 
lessened by increased spendings on the part 
of the citizenry a stimulation to business 
would be secured which would return to the 
Government added revenue from the increased 
business earnings.
The theory suggested was not included in 
the Revenue measure passed by Congress, but 
it provoked considerable discussion, drawing 
newspaper comment, and while looked upon 
as a novel suggestion and one which, so far 
as the record showed, had not been previously 
presented, those in power felt that more in­
formation than was then available should be 
had in order that its practicability might be 
determined.
ATTENTION Public Accountants!
Reg. U. S. Pat. Off.
Will Extend Your Services in the Moderate- 
Sized Business Field 
Establish New Clientele 
I N C R E A S E  I N C O M E  
$2,000 to $4,000 P E R  Y E A R
Will not interfere with your present practice— requires 
no assistant.
N o  b o o k s  f o r  t h e  c l i e n t  to  k e e p  in  b a la n c e .  
E l i m i n a t e s  I r k s o m e  D e t a i l  a n d  D u p l i ­
c a t i o n . Y o u  p e r f o r m  th e  s e r v ic e  in  Y o u r  
O f f i c e  w i th  E a s e , S p e e d  a n d  A c c u r a c y .
We furnish all supplies W i t h o u t  C o s t , and have an in­
teresting and cooperative plan for A c t i v e  A c c o u n t a n t s  
to operate in all cities.
Communicate with:
RIGOT & W ISEM AN , INC.
ACCOUNTING SYSTEMS
Wheeling :: W est Virginia
B i l l i o n s  o f  D o l l a r s
f o r
d e p e n d a b l e  e m p l o y m e n t
LARGE sums of money have been mobilized through the open market operations and the loan and discount facilities of 
the Federal Reserve Banks, and by loans 
through the Reconstruction Finance Corpora­
tion.
Here is a great credit reserve — totalling 
billions of dollars — awaiting dependable 
employment.
Just as fast as suitable jobs can be found 
for this credit, confidence will be strength­
ened, trade will quicken, and men will be 
returned to work.
To help speed the effective employment of 
this huge army of credit dollars, committees 
of leading industrialists and bankers have
been appointed by the Governors of the 
twelve Federal Reserve Banks — Boston, 
New York, Philadelphia, Cleveland, Rich­
mond, Atlanta, Chicago, St. Louis, Dallas, 
Kansas City, Minneapolis and San Francisco.
Like the divisional staffs of a great army, 
these committees will work to consolidate 
our position, and straighten and strengthen 
our lines, so that a broad advance can be 
made.
Theirs is no simple task, but the readiness 
with which these industrial and banking 
leaders are joining together, and cooperating 
with national authorities, is a very encour­
aging factor in the present situation.
H o u s i n g  C o n s t r u c t i o n — A n  O p p o r t u n i t y
In previous depressions, a resumption of construction activity has been 
an important and vital factor in encouraging and stimulating business 
improvement. It assures employment of large numbers of men, not only 
directly, but also in the industries of supply.
There is undeniably an opportunity in many communities for construc­
tion of homes on a sound and economic basis, as well as a definite need 
for home repairs and improvements, and these matters will undoubtedly 
have early consideration.
The bringing together of worthy domestic building projects and sub­
stantial financing is typical of the many possibilities for beneficial action 
open to these committees in a wide range of fields.
T h e  N a t i o n a l  P u b l i s h e r s ’  A s s o c i a t i o n
“As the most nearly self-contained nation, we have within 
our own boundaries the elemental factors for recovery.”
From the Recommendation of the Committee on Unemployment Flans and 
Suggestions of the P resident's Organization on Unemployment Belief.
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A c c o u n t i n g  P r o b l e m s
a r i s i n g  f r o m  t h e  n e w
F E D E R A L  T A X  L A W
¶  The Burroughs field force is prepared to render 
assistance in determining the minimum changes 
necessary in accounting routine or equipment to 
handle whatever additional work may be required.
¶  For those whose accounting is seriously affected, 
real economies are possible through the use of 
Burroughs machines and features recently designed 
to m eet the problem s created by th is law.
A telephone call or a wire to our nearest office will bring a 
Burroughs representative with complete information. Or 
write Burroughs Adding Machine Company, Detroit, Mich.
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T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
IN addition to its regular Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the C. P. 
A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as 
no attempt is made to teach 
general accounting in this 
course. The instruction is 
pointed directly at the C. P. 
A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f  the training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts'
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or ( 2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve
C. P. A, problems readily— 
many others with years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
work with limited information. 
He has to construct defini­
tions. Very often it is neces­
sary for him to use unusual 
working sheets.
The C. P. A. Coaching 
Course given by the Interna­
tional Accountants Society, 
Inc., prepares you to meet 
such conditions. The fee is $42, 
and the text consists of twenty 
lessons.
A  SPECIAL booklet, “How to Prepare for the C. P. A . Examination,” is now ready  for those 
  who are interested. For a free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c ie ty ,  Inc.
A Division o f the ALEXANDER HAMILTON INSTITUTE
To ike International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
Name_______ _______ ___ ____ ......... ....... ............. Company________________ _ ___________ __
Address____ _ __________________ _ _______ _ _______________________________________________
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”Organization means getting together a homogeneous body of men, 
each one recognizing the responsibility of his individual efforts, and all 
pulling in the harness in the same direction, to a common end.”
— W a t e r b u r y .
T h e  P r e s i d e n t ’ s  P a g e
Everyday Troubles
By H e n r y  J. M i l l e r ,  C.P.A.
ACCOUNTANCY, like every true profession, has its ideals. Because ideals  are inspirational they naturally attract the eloquence of orators and the 
creative powers of authors. It is good to write and talk of ideals, because it 
elevates the Certified Public Accountant above the sordid actualities of the 
struggle for existence, tempers his judgment with qualities akin to the spiritual, 
and trains him to recognize values higher than those strictly monetary. Still, 
after all, the fact must be faced that we live in a work-a-day world, and ma­
terial, everyday troubles of earning an honest dollar must also receive their 
modicum of attention from the C.P.A. It is human perhaps, to seek to avoid 
display of the petty, everyday trials of money making. Everyone naturally 
prefers to appear above the problems of how to pay the office rent, staff salaries 
and stenographer. Yet few, particularly in times of poor business, are free of 
such worries.
There exists among the members of The American Society of Certified Public 
Accountants a feeling of friendship and good fellowship, that makes it easy 
to exchange ideas and opinions on these most intimate matters. Few who have 
attended the Annual Meetings of our organization, have failed to notice and 
comment upon that fact. Because of this close relationship it is possible to 
secure mutual assistance with problems seldom broached except between the 
closest friends.
At Indianapolis in September, there will of course be papers read on ideals 
that should ever be before us— there will of course be considered accountancy 
procedure of a highly technical character— there will of course be matters of 
Legislation, of State Organization, of National Administration, to be reviewed 
and studied— there will likewise be discussed subjects relating to general busi­
ness of national importance. The variety of the program should appeal to every
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Certified Public Accountant, no matter in what particular direction his preference 
lies. There will be orators whose eloquence will please, there will be students 
whose technical presentation will intrigue, there will be masters of organization 
whose strategy will inspire confidence. Then, by contrast— back to the hum­
drum work-a-day world— there will be sincere, frank and open discussion, of 
chose petty everyday troubles which beset and annoy every accountant who 
has to work for a living.
Ample time will be given to this phase of the meeting. Accountants with 
large clienteles and accountants with only a few accounts, will informally dis­
cuss their problems of earning money. Everyone will be urged to participate— 
oratory and beauty of expression will not be necessary— the subject is a cold, 
hard one, and cold, hard words honestly spoken are best suited for its dis­
cussion.
How to improve an accounting practice— how to secure new business, collec­
tion policies— staff management— safeguarding a clientele— training staff assis­
tants— supervision that protects accountant as well as public— branch office 
relationships— these and other equally important problems will be attacked 
without fear of misinterpretation, and with that honesty of expression that 
should do much to help everyone present work out a solution to his own every­
day troubles.
The program of our Annual Meeting at Indianapolis will be well balanced 
and beneficial from many angles— however, if one were unfortunate enough 
to miss all except the Round Table Discussion of Everyday Troubles —  the 
assistance obtained there alone would be well worth the time and expense of 
attending the meeting.
Cooperation of Banks
W e recently had a number of requests for a copy of a form used by the 
Federal-American National Bank and Trust Company of Washington, referred 
to sometime since. W e are, therefore, reproducing the same.
"W ill you please send us for our confidential files 
a complete, bound copy of your latest audit report?
In order that our business clients may have a complete picture of 
their own activities and as an aid in establishing and maintaining 
credit, we earnestly recommend the employment of Certified Public 
Accountants to conduct continuous audits and to prepare periodical 
reports of financial condition and, operations.
Sincerely yours,
J o h n  P o o le , President.”
In every city and in every State where group relationships have been estab­
lished between certified public accountants and bankers similar recommenda­
tions from bankers should be easily secured.
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Mergers— Their After Effects
By Jam es H. B o tz , C.P.A.
The cards are being shuffled for a new deal. The rules have been changed 
and the scoring will be done under a new method.
An upheaval in manufacturing and industrial institutions has been in prog­
ress for a period of ten years and not only for the past three years as is gen­
erally accepted. The beginning of this change began shortly after the post­
war depression which attained its greatest momentum in 1921. In 1922, a 
period of industrial growth and expansion began that was to be unprecedented 
in history and which continued to gather momentum until it reached a climax 
in the eventful year of 1929, when management finally awoke and discovered 
that something had happened.
Since then or for almost three years there has been a gradual but steady 
settling back into a period that, when finally leveled out, will be accepted as 
normal. Where that level is, no one can say. Certainly no indications of im­
portance are present that would give assurance that the end is at hand.
Indices of business and prices of commodities show the lowest ratios that 
have been recorded for long periods of time. The cost of living as reflected by 
cheap commodities continues to decline until the dollar today is worth approxi­
mately fifty per cent more in buying power than it was a few years ago.
Values of stocks, when measured by prices prevailing in the markets of the 
country, are at the bottom of the "averages” with but slight indication of sus­
tained improvement. Bonds and notes of the country’s leading institutions 
and industries can be purchased at a fraction of their former recognized worth. 
These, in many instances, reflect the return to levels that more nearly represent 
normality.
Unemployment is now at its peak and nearly every large city and industrial 
center is having difficulty in collecting sufficient taxes to pay for the services of 
municipal organization. In many of these locations, the salaries and wages of 
school teachers, police and other important personnel are in arrears, all tending 
to a greatly reduced morale. The Congress has recently appropriated and made 
available to the states vast sums, to be used for carrying on unemployment 
relief.
W hat about the position of the manufacturing concern of today and particu­
larly those that are the culmination of a decade of machine age development 
and a composite structure consisting of different units resulting from the era of 
mergers, which reached a climax in the years 1928 and 1929 ? Many of these 
mergers were consummated under the stress of excitement with but little justi­
fication for their existence. Staid and conservative executives were swayed by 
their associates to take advantage of a runaway market to exploit their com­
pany’s securities on the auction block. Prices were skyrocketing beyond the 
fondest hopes of promoters and every day saw more and more speculators 
joining the already large ranks of the public eager to participate in wealth 
without labor.
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Now that three years of steadily declining business is recorded on the books 
of these industries, the management is confronted with the problem of keeping 
employed large resources which have been gathered together, consisting of 
factories and equipment far greater than is required for present needs and often 
with large balances of cash that cannot be profitably employed either in the 
business or as an interest earner.
An idle and non-productive plant always has been a problem to executives, 
and stockholders are but now beginning to fully realize its effect on earnings 
which are later to be reflected in dividends. Reduced and omitted disburse­
ments to security holders are the order of the day, and for the first time in 
many years the performance of management is being strictly scrutinized. This 
is evidenced by the more frequent organization of committees, applications for 
receiverships by stockholders, legal action against corporative officers, etc.
Perhaps the most unfortunate and far-reaching effect of the merger and ex­
pansion era is the effect on the employee, who was largely the innocent victim. 
For generations employee good will was considered invaluable in the growth 
of business by those in charge of its development. In a great many instances 
the organization consisted of owner-management, which had been passed on 
from generation to generation, carrying with it a close relation and sympathetic 
attitude toward its co-workers. The loyal help and cooperation of the personnel 
was something to be encouraged and cultivated with the result that these 
factors together with unquestioned loyalty, contributed generously to the growth 
and success of a business.
From the merger movement there resulted a modification and often complete 
disappearance of the owner-management type of business. In its stead came a 
new entity which in the main had to familiarize itself with entirely new con­
ditions and begin the slow process of integration. The problems involved 
were numerous and required a high degree of intelligence and understanding 
if the absorption process was to be successful.
Of first importance among these adjustments is the employee. Once the com­
bination has been announced there is an immediate alarm among the personnel 
as to their individual status and relationship to the new management. Worry 
and uncertainty are added to the daily effort, that should be and previously had 
been devoted to specific duties. One by one close associates are notified, with 
scant explanation, that for various reasons their services are no longer required. 
The result is a noticeable depreciation in the outlook and a breakdown in the 
morale of the individual.
In some cases the employee is at fault, but more often the management in its 
desire to effect economies and reduce payrolls ride more or less roughshod 
through the organization. There is left in its path a trail of wreckage repre­
sented by disillusion of the younger classes and lost hope of the older groups 
and by all a feeling of misplaced reliance and trust. Inadequate and neglected 
pension plans, to care for those weeded out for age or declining usefulness, 
add to the chaos and only too often it has been the case that proper allowance 
for aged employees, whose services were no longer required, has been disre­
garded in the new set-up. The ill will created through these conditions per­
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meates all sections of the country and like all rumors, whether real or imagi­
nary, spread and grow until they are often unrecognizable and carry in their 
wake all of those individuals who wax and grow fat on discord.
Even greater damage to good will, however, comes through the distributor 
and the dealer who, in the end, control the gateway to distribution of product, 
whatever it may be. It is in their province to display the product on the shelf 
or counter instead of behind or beneath it, and every sales executive is well 
aware of the value of cooperation in this respect. This is most often obtained 
by a friendly respect for the producer, which is usually enhanced by many years 
of close contact cultivated and developed through most intensive study. It 
is true that chain store growth and expansion has considerably reduced 
the importance of this factor, but its value still remains and is well recognized. 
More often than not, the goods that are sold are the goods that are most promi­
nently displayed. The power of suggestion is still an outstanding force and 
always will be, despite intensive advertising media.
The merger era has greatly developed what is more or less vaguely defined 
as high-powered selling. The dealer, instead of greeting the salesman who had 
become to a certain extent his friend, is sold by an entirely new personage, 
probably trained in a radically different manner. Often to begin with he has 
been oversold, which in the end brought strange and unfamiliar demands for 
payment from the new home office. Resentment grew and each successive 
visit brought greater sales resistance until eventually a substitute obtained 
favored recognition.
The price factor, of course, is ever present, but assuming manufacturers 
have approximately the same efficient methods of production, the real battle 
for supremacy starts with the selling effort. Declining business due to economic 
influences has no particular relation to the subject being discussed, although 
the loss of employee and dealer good will has probably greatly accelerated it.
As to the future the probability that new enterprises will supersede many of 
the country’s well-known business institutions, is neither dream nor fantasy. 
These industries will be fashioned and developed by keen and cooperative 
executives who will proceed with broad vision and surround themselves with 
a personnel that have no traditions to live down nor forget, and who will bene­
fit by the errors of judgment that are increasingly apparent. Unless this is to 
happen, management will soon be taken strictly to task by stockholders who, 
in the main, are a patient lot sitting idly by and observing the steady deprecia­
tion of their principal and the disappearance of their dividends. Reorganizations 
will result and the upbuilding and rehabilitating process will begin, with the 
aim of again obtaining the good will of employee, dealer and public, which in 
the end is the sure road to success.
While in the past the relation of public accountant and client has been lim­
ited largely to clearly defined limits, there is a growing tendency to accept and 
solicit observations from the accountant. He is in a peculiar position to obtain 
information that the management can often use very advantageously. He un­
consciously compares methods and efficiency between one client and another, 
and without divulging confidences in the slightest degree, can offer his client
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invaluable advice when it is solicited and made a part of the assignment. This 
new field of action for the practitioner is growing, and in the future will con­
tinue to develop in importance.
*  *  *  *  *  *  *
"Property isn’t worth more than half what it once was. If property is in use 
it is worth for the purpose for which it was erected just as much as it ever was. 
If it had been sold when values were high the proceeds would have been invested 
in that which would have depreciated in relatively the same percentage. If sold 
now when prices are low other goods could be bought for the proceeds represent­
ing relatively as large an increase in amount.”— Anon.
Indianapolis Program
The Eleventh Annual Meeting of The American Society of Certified Public 
Accountants, to be held at Indianapolis, Indiana, September 26-29, will have a 
somewhat differently arranged program than heretofore.
The local committee will begin registering at the Claypool Hotel, Monday 
morning, September 26. Monday afternoon the golf tournament will be held. 
Both the Michigan and District of Columbia Cups will be competed for, the 
holders of the same at the present time being Paul O. Dittmar, of Illinois, who 
won the Michigan Cup for low gross score, and Arthur Upleger, of Texas, who 
holds the District of Columbia Cup for low net score. The usual number of 
personal prizes will be offered by the Indianapolis committee.
Monday evening will be given over to entertainment with the hope that old 
acquaintances will be renewed and new ones established so that the three full 
days of the meeting, which will begin Tuesday morning, will be productive of 
professional good.
Tuesday morning the out-going Board of Directors will hold its final meet­
ing, to which the members of the Board for next year are invited without voting 
rights.
Tuesday afternoon the Annual Convention of Representatives will be held, 
presided over by First Vice-President Ralph W . E. Cole. This convention in­
cludes Representatives of the past year, Representatives of the coming year, 
and all members of The Society are invited to sit in.
At five o’clock the new Board of Directors will convene for its first session. 
At eight o’clock there will be a Round Table for the discussion of problems in 
which State Boards are vitally interested. Every State Board has been invited 
to have at least one representative present and members of The American 
Society, whether members of a State Board or not, are cordially invited. Enter­
tainment will be provided for those who are not especially interested in this 
session.
Wednesday morning the first program session of the meeting will be held. 
At this time addresses of welcome will be given and responded to. The presi­
dent will present his annual address, committee reports and any business trans­
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mitted by the Board of Directors or Convention of Representatives will be pre­
sented, following which there will be one set paper.
Wednesday afternoon there will be a Round Table in which problems of 
State Societies will be discussed. Every State Society has been invited to be 
represented by at least one of its officers. The oldest, as well as the largest, 
State Society is that in New York, which was the earliest State to pass a C.P.A. 
law. Its president will be at the meeting. The last State to pass a law was 
New Mexico. Its society is the youngest and with the exception of one other, 
having the same membership, it is the smallest and its president will be at the 
meeting. Between the oldest and the youngest, the largest and the smallest, 
it is expected that the experiences which will be exchanged during that afternoon 
will be helpful to every State Society in the country, therefore helpful to 
the profession as a whole, and indirectly to business which is served by the 
profession.
At five o’clock the Board of Directors for the coming year will have its second 
meeting and the evening will be devoted to entertainment, Jack Tanner presid­
ing over the Keno game and Arthur Upleger caring for The Order of Twelve.
The exact arrangement for the two Thursday sessions has not yet been deter­
mined. There will be a discussion of problems centering around reports to 
stockholders, of office problems connected with public practice, and a presenta­
tion of the all-important subject of governmental expenditures. Sometime dur­
ing the day David Burnet, Commissioner of Internal Revenue, will address the 
meeting on matters pertaining to the latest income tax law, and will answer 
questions which such a presentation will naturally draw out.
In the evening the banquet will be held. During each day special entertain­
ment features are being prepared for the ladies whose presence in goodly 
number is urged.
Acceptances
One of the most widely publicized plans for assisting in improving business 
conditions is that sponsored by the American Acceptance Council, seeking to 
increase the use of trade acceptances as a substitute for open-book accounts.
E. I. du Pont de Nemours & Company, its subsidiaries and affiliated com­
panies, in announcing its support of the general movement to broaden the use 
of short-term trade acceptances by adopting the practice of accepting them from 
responsible customers in payment of goods sold to them and of issuing them in 
payment of goods purchased, indicated that it was supporting the Trade Ac­
ceptance plan in the belief that
"It will assist legitimate business to obtain needed credit from the banks.
"It will increase bank deposits.
"It will serve as a means of expanding the Federal Reserve Banks’ out­
standing credit.
"All of which should tend to stimulate business, stop further deflation and 
accelerate the return of normal conditions.”
This is a movement which certified public accountants generally should be 
justified in urging upon their clients as a means of increasing credit facilities.
456 THE CERTIFIED PUBLIC ACCOUNTANT August,
I n t e r n a t i o n a l  R e c o v e r y — T h e  W a y  O u t *
By J o h n  T. M adden , C.P.A., N ew  York City
WHEN the United States sat down at the 
Peace Conference in 1919, this nation 
was imbued with a flowering spirit of ideal­
ism which was quickly withered by the heat 
of the contending intellectual, emotional, 
spiritual and economic aims of others who 
were present. The treaty of peace which 
finally emerged was a document typical of 
the old type of European diplomacy. This 
fact was so patent to most of our citizens 
that President Wilson could not carry the 
Senate with him and we returned to our for­
mer policy of isolation and disentanglement. 
Throughout the years which followed we 
have witnessed an interminable series of con­
ferences. If  the statisticians are correct, the 
Lausanne conference is number fifty in the 
series of reparations. There have been con­
ferences on armaments, innumerable confer­
ences of the heads of central banks and many 
others which might be listed. In the mean­
time, world conditions have gone from bad 
to worse and our own country finds itself 
in the midst of a serious depression. Repa­
rations and war debts discussions still go on; 
unemployment mounts throughout the world; 
currencies depreciate; debts become burden­
some ; trade is paralyzed, and barter as a 
means of exchange is an actual fact. An agree­
ment was recently concluded by Germany to 
take Egyptian cotton for nitrates. Russia is 
proposing to settle German trade maturities 
in oil instead of gold. The causes responsible 
for the present estate of the world need not 
be catalogued here. An attempt to assess 
responsibility will serve no useful purpose in 
discovering a way out to economic recovery.
The methods employed by nations for ad­
justing world problems since the war have 
failed when put to the test. It has become 
evident that the devices of government and 
politics which answered the purposes and 
needs of a more simple social order must be 
revised to meet new conditions and new times. 
W e note a continuous shrinkage of national
*Address delivered before Institute of Public 
Affairs, University of Virginia, Charlottesville, 
Virginia, July 11, 1932.
and private revenues simultaneously with un­
ending growth of public and private debt 
burdens. Business cannot be conducted on 
the international market in the face of an 
inability to meet private debts already con­
tracted. The British have found that progress 
in national well-being can be accomplished 
by coalition. Italy has her Mussolini and 
Russia follows Stalin. Our own legislative 
weaknesses have been glaringly exposed dur­
ing the past year but even greater failures 
have been registered overseas. The possibili­
ties as well as the limitations of our President 
as a leader are illustrated by President W il­
son’s experience with the League of Nations, 
when he did not have the support of the 
Senate, and President Hoover’s proposal on 
the moratorium, when he had such support 
but still encountered some criticism.
The world rests upon two foundation 
stones —  science and economic organization. 
These forces are at work everywhere, in 
Soviet Russia, in Fascist Italy and in Capital­
istic America. Science knows no boundaries, 
regards no national differences, recognizes 
no customs unions. Economic organization 
touches every part of our complicated mod­
ern life. It has brought us out of the land 
of economic scarcity into the promised land 
of economic surplus. But the efficient func­
tioning of industrial organization has been 
hampered by considerations very largely polit­
ical in character. It must be evident today, 
even if it was not so clear earlier, that our 
world has become an international world, 
and that our contracts, processes, viewpoint 
and thinking must be international also, if 
modern civilization is not to be doomed. 
W h e th e r  we ag ree or d isag ree  with the 
economic interpretation of Karl Marx, we 
do know that economic factors have been a 
fruitful cause of wars and international dis­
order.
The most obscure fact is that two and two 
make four. It would seem that this proposi­
tion, admitted so freely in the domain of 
pure mathematics, is denied or ignored when 
applied in other realms. International re­
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covery depends upon the recognition and 
adoption of some very simple principles. One 
who sells must be willing also to buy. Debt­
ors can pay creditors only in goods, services 
or some other acceptable medium of exchange. 
If that medium is gold, it means that where 
the debtor has no gold or does not possess 
the means of obtaining it, and if  creditors 
will not receive payment in goods or serv­
ices, an economic impasse is reached which 
can only end in bankruptcy or complete ces­
sation of normal trading. Defaults are largely 
due to the fact that debtors cannot market 
their products. Never did Brazil have so much 
coffee, Peru so much oil and Chile so much 
nitrate as at present. In fact, if  present or 
lower price levels are to prevail, we are con­
fronted with the possibility of universal re­
pudiation or at least an adjustment of both 
principal and interest on international obli­
gations comparable to price levels. Both for­
eign and domestic business is based upon eco­
nomic stability, political stability and confi­
dence. Those nations which are economically 
backward must have capital for development 
and such capital must be supplied in adequate 
amounts and under proper safeguards by other 
nations which have a surplus to spare. Com­
petition may be the life of trade but reck­
less and ruthless competition is as injurious 
in international trade as it is in domestic 
trade. Our political order must be founded 
on respect for law and contracts. Interna­
tional relations are no different from domestic 
conditions in this respect. Egoism in the in­
dividual is a form of maladjustment which 
causes much unhappiness. Likewise, egoism 
in a nation is a disturbing factor to interna­
tional peace and tranquility. The right of the 
individual to do as he pleases as long as he 
does not impinge upon the liberty of his fel­
low citizens is a fundamental right of a free 
man. But there are times when a conflict of 
liberties requires some form of regulation. 
In like manner, nations must surrender some 
measure of sovereignty for the international 
good. But why expand the list of self-evi­
dent propositions all of which will be freely 
admitted to be true by the men in the streets 
of all nations but which when applied to the 
solution of world problems seem to be at­
tended with no end of difficulty ? The sad 
fact is that it was easier to apply these prin­
ciples in 1919 when there was a psychology
of hope and joy in the world than it is to­
day when we face world-wide gloom and 
fear.
The time is ripe for the people of Europe 
speedily to discover some common ground 
for settling once and for all their after-war 
problems. The agreement at Lausanne is an 
encouraging sign and may be evidence of a 
new spirit. For we in America are convinced 
at last that our own prosperity can have no 
solid foundation in a bankrupt world. Pro­
gressively we have made advances to our 
friends across the seas. Following the work 
of the Preparatory Commission for the Dis­
armament Conference under the Coolidge ad­
ministration, President Hoover took two for­
ward and significant steps in his recent mes­
sages. Europe will ignore these suggestions 
at her peril. The Kellogg Pact was another 
important move on our part toward the pro­
gram of national security. America’s spirit is 
sanguine enough even to overlook the failure 
of both the League and the Pact in the Far- 
Eastern dispute. I venture the assertion that 
China and Japan will peacefully reconcile 
their differences when war-torn Europe gives 
evident signs of economic rehabilitation and 
political stability.
Armaments, tariff policies, monetary and 
exchange problems, reparations and inter­
governmental debts, world security and order 
are not matters that can be confined within 
air-tight compartments or dealt with sepa­
rately or locally. They cannot be solved with­
out the participation of the United States 
and if  any evidence is needed to support this 
assertion, let us reflect a moment upon the 
present state of world economy and world 
politics. Those who held the view that the 
United States could have national prosperity 
independently of our neighbors have, I hope, 
been disillusioned by this time. W e have not 
and we cannot escape the consequences which 
attend world economic disorder. W e  shall 
not escape the results of further economic 
and political disorder if  they shall eventuate. 
The fate of the world is our fate; our pros­
perity depends upon world prosperity and 
our political stability cannot fail to be affected 
by the political stability of the leading na­
tions of the world.
The fundamental weakness of the Hoover 
proposals lies in the fact that the President 
has treated the moratorium and armaments
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as separable factors. W e are to go to London 
as observers but with definite reservations and 
instructions. The results will be the same as 
with other conferences in the past— we came 
out by the same door through which we 
entered.
The foreign trade of the United States in­
creased by tremendous amounts because we 
alone could supply the commodities and the 
credits. Our revenue from this source must 
in future be reduced to a more normal basis 
even though economic conditions are im­
proved. That is to say, we must not expect 
to be able to maintain the post-war volume 
of our foreign trade when other nations are 
righted economically. The other industrial 
nations must perforce do their share of the 
business in order that they may obtain the 
necessary raw materials. Our own raw mate­
rial volume must be reduced to such propor­
tions as will enable competing countries to 
exchange their surplus of raw materials for 
needed  industrial or agricultural products. 
The adjustment between one country and an­
other both as to industrial as well as agri­
cultural production, and the maintenance of 
appropriate price relationships between agri­
culture and industry must be studied impar­
tially by disinterested experts. The longer 
the policy of laissez faire is followed, the 
more difficult and costly the final adjustment 
will be. Coffee loans to Brazil at the price 
level of 1928-29 are one thing; the status of 
these loans at the existing price level is quite 
a different matter. But no one will say that 
Brazil should be forced to destroy so much 
of its coffee crop when the potential con­
sumptive capacity of other countries has not 
been reached. Vastly more of all the raw 
materials could be utilized if normal human 
economic activity were resumed. At the mo­
ment, trade deficits are becoming universal, 
and currency instability is threatened with an 
increase. Monetary policies and tariffs are im­
portant accompanying factors involved in 
these problems. There is no doubt but that 
a substantial increase in wholesale prices is 
possible before correllative adjustments in 
wages and retail prices need be made. Unless 
these adjustments are made defaults both do­
mestic and foreign will increase, and existing 
defaults will become permanent or of longer 
duration. I will not discuss this topic further 
since it is to be taken up in another session.
Manifestly, no further loans will be made by 
capital-rich countries while debtors are still 
in default for prior loans. It is obvious that 
economic recovery is dependent upon decisions 
made in such matters as tariffs and monetary 
policies.
W e cannot hope for an ideal planned econ­
omy but we may be able with a display of 
good faith, to reduce the forcing of exports 
in ruthless and reckless international compe­
tition. Free-for-all contests between nations 
ultimately destroy their capacity to transfer, 
with the successive consequences of lowered 
foreign trade volume, decline in production, 
economic distress of the workers, and finally 
— bankruptcy. A mere statement of the fac­
tors involved reveals difficulties that seem in­
surmountable. But world trade has the fac­
ulty of quick revival if  the strangling effects 
of tariffs and monetary convulsions are re­
moved. Modern trade is the exchange of 
foods and services facilitated by the use of 
credit. When credit is easy or sufficient in 
amount, goods and services move freely. 
When it is contracted, exchange is restricted, 
prices fall and production declines. I can­
not in the time allotted to me go into further 
details. Moreover, the whole problem must 
be explored by disinterested experts. But 
roughly expressed, we conclude that the vexa­
tious question of debts and reparations must 
be solved by taking it out of the area of dis­
cussion for a sufficiently long period to en­
able the economic exchanges to resume their 
normal flow. The settlement at Lausanne is 
conditional on steps which the United States 
will take— so as MacDonald says, "we have 
closed one book and opened another.” The 
immediate effect is relief for Germany; but 
the recipients of reparations are still con­
fronted with a doubtful question. This might 
conceivably mean complete cancellation— this 
remains to be seen, but at any rate, there must 
be a long moratorium for even such portion 
of reparations and debts as may be retained.
It will be urged that reparations and war 
debts involve the budgets of the nations.
Granted. But in view of the prospect of 
complete suspension of reparation and war- 
debt payments budgets must be balanced 
without this item for the present at least. 
The speed with which adverse conditions cor­
rect themselves may be seen from the experi­
ence of France between 1926 and 1931. It is
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not always wise to settle permanently with 
your debtor when his finances are in their 
poorest condition.
This nation, under God, has been blessed 
with many gifts and under God we share 
many corresponding responsibilities. The most 
important question before the American peo­
ple is not who shall head our government 
after March 4th next but rather what shall 
we do here and now to promote world sta­
bility, revive the flow of capital and relieve 
distress of men and women willing to work. 
If we wait until after the November elec­
tions, whoever is elected will face still more 
critical problems. Is it too much to expect 
that the Jeffersons, the Hamiltons and the 
Madisons of our era will lay aside party ad­
vantage for the sake of domestic and interna­
tional welfare? Is it too much to expect that 
we too may form a patriotic coalition that 
will subordinate narrow provincialism and 
petty politics? The following list of prob­
lems press for immediate and simultaneous 
consideration:
(1) Reparations and debts.
(2 ) Tariffs.
(3 ) Monetary problems.
(4 ) Pending defaults.
(5 ) The restoration of the capital market.
(6 ) Armaments.
World events move rapidly and the debacle 
of 1931 beginning with the Austrian crisis 
and ending with the abandonment of the 
gold standard by Great Britain should teach 
us a lesson. Confidence and courage must be 
restored immediately. The spirit of hope 
may be mobilized in peace time as readily as 
the spirit of patriotism in war time.
Manifestly the discussion of these prob­
lems by our government must take into con­
sideration the points of view of our neigh­
bors. W e must set an example of leadership 
by our own concessions and by an enlightened 
sense of justice. The spectacle of a united 
government rising above petty party politics, 
selfish and unjust national aims, grappling 
with grave problems, using alone the arms 
and force of human will and human intelli­
gence under the guidance of a Divine Provi­
dence, cannot fail to inspire the chastened, 
weary and despairing citizens of other coun­
tries as well as our own. Have we not had 
enough of world conferences attended by 
delegates who carried instructions, not neces­
sarily the instructions of the wisest statesmen 
of their countries but rather the orders of 
the dominant party or bloc? Nero fiddled 
while Rome burned and statesmen deliberate 
at spas while their constituents are in want, 
crushed by the burden of taxes, despairing 
of all government.
Coming now to the specific items in the 
program just proposed, we should start with 
the treaties of peace, realizing that they are 
far from perfect documents but subject to 
alteration or amendment by due legal process. 
Gradually the peace treaties are being rewrit­
ten —  Locarno and Lausanne are examples. 
W e cannot restore world peace by the uni­
lateral denunciation of a contract. W e must 
also start with the premise that we cannot 
wait to revise the map of Europe, necessary 
as this may be.
Reparations and war debts hang over the 
international business situation as disturbing 
elements. They should be removed from the 
area of current events but a formula must be 
found to settle these accounts on a just and 
equitable basis. The United States has made 
considerable sacrifice already. It will not be 
a popular proposal for our people to cancel 
any further proportion of the war debts when 
our citizens face unemployment, mounting 
taxes and unbalanced budgets. But we will, 
I am convinced, meet the sacrifices of other 
nations even if this shall involve a further 
reduction. If  the reduction in war debts 
could be accompanied by a reduction in arma­
ments, the sacrifices of the United States 
would not be so great.
Our own productive capacity was increased 
enormously from 1914 to 1925 to meet the 
emergencies of war and the post-war dearth 
of commodities. Prior to the war, world for­
eign trade developed along the lines of the 
economic principle known as the division of 
labor. Each nation produced what it was best 
fitted to produce and international trade was 
increasing. But today, national self-sufficiency 
is the slogan and all nations are preaching 
and practicing that slogan. "Buy British” and 
"Patronize Home Industries” are two sam­
ples out of many. "Produce everything that 
must be consumed, import as little as possi­
ble.” Our national annual income before the 
crash in 1929 was estimated at ninety billion. 
Today, it is perhaps one-third of that amount. 
But are we certain that an adverse visible bal­
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ance of trade is a serious disadvantage for a 
creditor nation? Adjustment of tariffs down­
ward throughout the world with due regard 
to the capacities of nations and the promo­
tion of trading of the widest possible char­
acter will benefit all with reciprocal advan­
tages. The United States set a poor example 
in its present tariff legislation. The British 
may find their tariff legislation not as helpful 
as expected. Economic indexes show a down­
ward trend. Iron, steel, coal and maritime 
activities are d ecreasin g . Budget receipts 
shrink, exports are not satisfactory and un­
employment is on upgrade. The inevitable 
results of universal tariff walls are duplica­
tion of agricultural and industrial facilities, 
dislocation of normal trade relationships and 
bankruptcy.
The solution of monetary problems, pend­
ing defaults and the restoration of the inter­
national capital markets will be found when 
reparations, war debts, tariffs and armaments 
are solved.
When the movement of commodities and 
labor is restricted, the movement of capital 
and credit follow suit. Before the war, the 
nations adjusted their balances of payments 
quite readily. They could calculate within 
reasonable accuracy, the amount of consump­
tion, the amount of production and the prob­
able volume of foreign trade.
W e have read proposals to establish larger 
economic units in order to remove existing 
tariff barriers, and the British Commonwealth 
of Nations, the United States of Europe and 
other lesser groups have been proposed. Some 
in Denmark propose that she enter the British 
customs union if formed. The smaller the 
number of units, the greater the ease of nego­
tiation, but economic salvation will not be 
found in these devices. They will merely per­
petuate the evils of the existing regime, in­
tensify competition and aggravate the dupli­
cation of facilities from which we now suffer. 
These programs simply solidify the idea of 
living for oneself.
I therefore propose that the leaders of both 
parties be called to Washington to remain 
there continuously from this moment on, to 
consult with the President and associated ex­
perts in the preparation of a program which 
shall set forth to the world, the position of 
the American government on the problems 
which I have listed earlier in this paper. This
is the way out to international recovery. This 
program should be placed before the nations 
of the world as the American program for 
world economic recovery. I expect to face the 
accusation that this is a visionary scheme; 
altruistic, of course, but nevertheless an ideal­
ism which will help the rest of the world at 
our expense. The recent conference at Lau­
sanne has shown that under a leader of vis­
ion, great results may be attained in the solu­
tions of great problems. Perhaps those who 
may support such a program will be dubbed 
"internationalists” which is another way of 
saying that they cannot be patriots. I feel 
confident that no nation of the world can re­
fuse to consider or entirely ignore such a 
program.
I propose also the organization of a Per­
manent International Economic Council to be 
composed of representatives of the leading 
nations. The members shall be economists 
of note, as well as banking and industrial 
leaders— men divorced from all political af­
filiations— men with international minds—  
scholars of business affairs. Their duties 
shall be to collect, collate, classify and publish 
economic data on international matters. The 
universities of the leading nations should 
join in contributions to this project. If  such 
a body had been in existence and function­
ing properly in the spring in 1931, the Ger­
man crisis might have been averted or its ef­
fects mitigated. It could have functioned in 
the crisis which Great Britain faced in its 
endeavor to maintain the gold standard.
On every side we see the movement to­
ward complete economic collapse rapidly de­
veloping. Sir Basil Blackett, Director of the 
Bank of England, recently said, "The diffi­
culty of adjusting the economic structure to 
the overwhelming effects of a fall in prices 
threatens us with the necessity of reconsid­
ering our attitude toward the sanctity of 
money contracts generally.” As Dr. Nadler, 
the chairman of this meeting pointed out in 
his opening talk, there is a significant de­
mand for a profound adjustment in our pres­
ent capitalistic society. Immediate action is 
imperative and delay means greater suffering 
in the end. France, Germany, Great Britain, 
Japan, Italy and the United States and I would 
even include Russia have it in their power to 
lead the way out to international recovery.
(Continued on page 477)
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T i m e  D i s t r i b u t i o n  o f  E a r n i n g s  o f  
F i n a n c e  C o m p a n i e s
By J o s e p h  A. B o u l a y , C.P.A., Minneapolis, Minnesota
I T  has been noted over a period of years that
most of the excellent material which has 
appeared in print dealing with the account­
ing problems of finance companies has not 
been adapted to the requirements of the small 
companies; as far as they are concerned most 
of what has been available has not been 
practical.
In this brief article only one, although an 
important one, of these problems is dealt 
with in a way which makes it useful to a 
small organization where the volume and 
variety of statistics are limited, and where, as 
a rule, there is no mathematician in the or­
ganization capable of applying the compli­
cated formulas which have been devised by 
persons highly skilled in these matters.
There appears to be rather general agree­
ment among Certified Public Accountants, 
and I believe finance men, that finance 
charges on an installment contract should be 
distributed over the life of the contract on 
the basis of the balance of the face amount 
outstanding for each month or shorter period, 
sometimes referred to as the exposure. For 
the present purpose, let us assume that earn­
ings and deferment are required monthly or 
at longer but not shorter intervals.
The term s "d isco u n t” and "finance 
charges” will be used interchangeably, dis­
count being used more frequently owing to 
its brevity.
The volume of business fluctuates consid­
erably during the year in most lines of financ­
ing; but gross income does not fluctuate 
simultaneously, it is determined by the amount 
of paper outstanding. It is not satisfactory to 
compute the earnings for a particular month 
on the total outstanding. That would be 
equivalent to assuming the result which is be­
ing sought. It is even less proper to apply 
a percentage to the outstanding paper to de­
termine the amount of finance charges de­
ferable at a particular time. Such a percent­
age is constantly changing since it is influ­
enced by the age of contracts in force as well 
as rates charged.
I. Earnings for the Month
Here we shall deal with the matter of 
computing monthly earn in g s of finance 
charges for the purpose of preparing monthly 
statements, the work being done by the finance 
company’s own organization.
In the automobile finance field it is pos­
sible in many cases to average the length of 
time contracts, i.e. one or a few averages may 
be computed and used for this purpose. In 
some other fields of installment finance it is 
necessary, owing to the variety of terms, to 
summarize finance charges according to the 
lives of the contracts involved.
The following procedure is suitable for 
cases where average life is either too difficult 
to compute or leads to inaccurate results.
Rebates for prepayment of installments or 
entire balances may be treated in any one or 
two or three ways. One method is to charge 
the rebates against earnings computed in the 
manner herein described; another is to charge 
them against the Deferred Income account. 
Still another method, perhaps the best where 
rebates are substantial in the aggregate, is to 
charge them to earnings and at the same time 
credit earnings and charge Deferred Income 
with what has previously been deferred, mak­
ing the subtraction in the respective columns 
for the several months affected.
Each day as contracts are bought, the 
amount of discount on each is entered on a 
columnar form; the columns being headed 
with the number of months contracts run, 
thus:
Discount Taken, Month of June, 1931
3 4 6 9 10 12 
Mos. Mos. Mos. Mos. Mos. Mos.
In the appropriate column, enter the finance 
charge on contracts whose life is indicated,
e.g. all of the discounts taken on contracts 
bought in June which have a life o f six 
months are entered in the "6  Months” 
column.
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At the close of the month all columns are 
totaled and the totals distributed in the man­
ner explained in the next few paragraphs.
Using a six-month contract for $600.00 for 
the purpose of illustration, we find that what­
ever discount is taken is earned as follows:
Amount earning first m o n th ............$600
Balance earning second month . . . .  500
Balance earning third m o n th .......... 400
Balance earning fourth month . . . .  300
Balance earning fifth m o n th .......... 200
Balance earning sixth m o n th .......... 100
While this is accurate enough for dealing 
with a single contract or any number running 
for six-months negotiated on the same day, 
it requires modification in all other cases. A 
satisfactory way of dealing with continuous 
purchases is to assume an average date of 
purchase of the middle of the month for all 
contracts bought during the month. In all 
the cases which the writer has encountered 
this method has been sufficiently accurate.
Applying this method to all contracts 
bought during a month, the rate of earning 
would be as follows assuming $60,000.00 of 
6-month contracts are bought:
Amount or Percentage 
Balance of Total 
Earning Discount 
First month, or month Earned
of purchase, one-half
month $ 6 0 ,0 0 0 ...  $30,000 14.28571%  
Second month:
$60,000 for ½ mo.
50,000 for ½ mo. 55,000 26.19048 
Third month:
$50,000 for ½ mo.
40,000 for ½ mo. 45,000 21.42857 
Fourth month:
$40,000 for ½ mo.
30,000 for ½  mo. 35,000 16.66667 
Fifth month:
$30,000 for ½  mo.
20,000 for ½  mo. 25,000 11.90476 
Sixth month:
$20,000 for ½  mo.
10,000 for ½  mo. 15,000 7.14286 
Seventh month:
$10,000 for ½  mo. 5,000 2.38095
Totals .................$210,000 100.00000
It is seen that the diminishing balances of 
these contracts from month to month are 
equivalent to a balance of $210,000 for one
month. From this data it is an easy matter 
to compute the average balance: $210 ,000÷
6 =  $35,000; or the average term for the 
whole amount of the contracts: $210,000 ÷  
$60,000  =  3 ½, or 3½ months.
The percentages shown above are com­
puted by dividing each balance by the total 
of $210,000.
In preparing tables it is not necessary to 
split the months as I have done in the above 
illustration. It is simpler to proceed as
follows: Amount or
Balance
Earning
First month— ½ of 60,000 for one
month ........................................ . . . .$ 3 0 ,0 0 0
Second month— 60,000 minus ½ of 
installments due in one month
60,000— 5,000 .................................... 55,000
Third month— 55,000— 10,000 ___  45,000
Fourth month— 45,000— 10,000 . . .  35,000
Fifth month— 35,000— 10,000 .......... 25,000
Sixth month— 25,000— 10,000 ___  15,000
Seventh month— 15,000— 10,000 . .  5,000
Once tables are prepared for contracts run­
ning for various lengths of time, they can 
be used indefinitely. Their applicability is 
not affected by changes in sizes of contracts, 
rates of discount or methods of computing 
discount.
Where a machine is to be used in com­
puting the earnings distributions, use may 
be made of percentages carried to several 
places, whereas if it is to be mental they may 
be abbreviated as much as desired.
Irregular and skip-payment contracts are 
best dealt with in one or more special groups. 
In some cases it is necessary to distribute the 
earnings on each irregular contract. Contracts 
with balloon payments (large final install­
ments) may be handled under the regular 
plan outlined here or dealt with in some other 
way on the same principles.
Perhaps something should be said at this 
point concerning interest-bearing contracts,
i.e. contracts which are subject to low finance 
charges and in addition carry interest on un­
paid balances. In some cases the interest is 
payable in equal installments instead of as 
earned. The earnings should be substantially 
the same under either plan of payment, but 
the manner of computing interest earnings 
from month to month is effected. It is not 
necessary to carry the discussion of interest-
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earning contracts any further, except to say 
that ordinarily the interest factor presents no 
serious problem, and that so far as discount 
distribution is concerned there is no differ­
ence between these and non-interest-bearing 
contracts. In any case it would probably be 
best to deal with interest on contracts in a 
separate article if  at all.
At the close of the month the columns 
showing discount on contracts bought during 
the month, one for each term, are totaled. 
Next the totals for each class are carried to a 
sheet and distributed as illustrated in the 
following schedule for six-month contracts, 
the distribution being made from the tables 
previously described:
Distribution of Discount Taken During 
Month of (Month)
Discount Earned Each Month (by name) 
1st Month, 2nd Month, 3rd Month, etc. 
Life of Contracts
6 Months (Insert amount earned during
7 Months each month of life of con-
8 Months tracts, using one line for 6-
9 Months month contract, another for 7- 
12 Months month contracts, and so on.)
etc.
Next total the columns and carry the total 
e arnings for each month to a continuous sum­
mary. The above schedule is for one month 
only. It is necessary to have a summary 
which is continuous.
The continuous summary takes the follow­
ing form:
Total Distribution of Discount
Discount Jan. Feb. Mch. Apr. May, etc. 
(Enter total (Enter portion of total dis­
discount count taken d u rin g  th e
taken during m onth  w hich  w ill be 
each month) earned during each suc­
ceeding month over which 
the contracts extend.)
By totaling the column for the month cor­
responding to the current month, the earn­
ings for the month are determined. All that 
remains to be done is to make a journal entry 
debiting Deferred Discount and crediting 
Discount Earned, discount taken having been 
credited to Deferred Discount. The treat­
ment of rebates has been previously consid­
ered; however, it is ordinarily unnecessary
to take rebates into consideration in making 
any of the foregoing computations or dis­
tributions.
II. Deferred Earnings at Close of a 
Fiscal Period
This section is devoted to a phase of the 
subject which is of interest to Certified Pub­
lic Accountants; that of computing the 
amount of finance charges (income) which 
should be deferred at a given date, e.g., the 
close of a six-month period or a fiscal year. 
The computations illustrated and described 
in section II are useful in cases where monthly 
or periodical computations of earning have 
not been made as well as in checking results 
where monthly earnings have been computed.
In dealing with this subject I shall begin 
by stating the problem (certain assumed facts 
and data) ; then illustrating the procedure 
and finally explaining that procedure.
It is assumed that the contracts summarized 
in the following schedule have an average 
life or term of twelve (12) months and that 
that average has prevailed in each of the 
months of purchase. It is also assumed that 
the rates of discount have not varied mate­
rially from month to month. It should be ob­
served that the term "average” as used here 
refers to amounts and not to the number of 
contracts. Fundamentally this plan is based 
on the theory that actual collections on con­
tracts approximate theoretical collections, al­
though adjustment is made in the course of 
the computations for the variation.
(Table is on the following page.)
The contents of the several columns, num­
bered from (1 ) to (8 ) will next be dis­
cussed.
Column (1 ) ,  Month of Purchase. It is 
necessary to go back as many months as there 
are in the life of the class of contracts dealt 
with whether it be an average or a group of 
contracts whose life is actually the number 
of months shown. In certain concerns two 
or more such schedules are needed, one for 
each class of contracts divided according to 
their term or life.
Column ( 2 ) ,  Contracts Purchased. This 
column has practically been explained in de­
scribing Column (1 ) . It merely shows the 
face amount of contracts bought during each 
month of the period.
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COM PUTATION OF UNEARNED DISCOUNT AT CLOSE OF ACCOUNTING PERIOD
(1 ) (2 ) (3 ) (4 ) (5 ) (6 ) (7 ) (8 )
2 ½% to Estimated Remaining
Estimated Estimated Adjust Balance Life of Dollars
Month of Contracts Portion Balance to Actual Unpaid as Contracts Remaining
Purchase Purchased Uncollected Uncollected Balance Adjusted In  Months To Earn
Jan. $ 50,000.00 1/12 $ 4,166.67 $ 104.17 $ 4,062.50 ½ $ 2,031.25
Feb. 65,000.00 2/12 or 1 /6  10,833.33 270.83 10,562.50 1 10,562.50
March 80,000.00 3/12 or 1 /4  20,000.00 500.00 19,500.00 1½ 29,250.00
April 85,000.00 4/12 or 1/3 28,333.33 708.33 27,625.00 2 55,250.00
May 90,000.00 5/12 37,500.00 937.50 36,562.50 2½ 91,406.25
June 75,000.00 6/12 or 1/2 37,500.00 937.50 36,562.50 3 109,687.50
July 70,000.00 7/12 40,833.33 1,020.83 39,812.50 3½ 139,343.75
August 60,000.00 8/12 or 2 /3  40,000.00 1,000.00 39,000.00 4 156,000.00
Sept. 55,000.00 9/12 or 3 /4  41,250.00 1,031.25 40,218.75 4½ 180,984.38
October 50,000.00 10/12 or 5 /6  41,666.67 1,041.67 40,625.00 5 203,125.00
Nov. 45,000.00 11/12 41,250.00 1,031.25 40,218.75 5½ 221,203.13
Dec. 40,000.00 12/12 or 1 40,000.00 1,000.00 39,000.00 6 234,000.00
$765,000.00 $383,333.33 $95,833.33 $73,750.00 $1,432,843.76
Adjustment of Balance Uncollected: Calculation of Deferred Discount:
Estimated Balance, above .........$383,333.33 $1,432,843.76÷ 12 =$119,395.31 for 1 year.
Actual B alance ............................. 373,450.00 Assume the annual effective rate of return
----------------  on the face of the contracts less payments
D ifference...................................... 9,583.33 collected (exposure) to be 15%. Then un­
P ’ct’age Difference 958333 =  .02½ o r  2½%  earned discount is 15% or $119,395.31 or
-------------  $17,909.30.
38333333
Column (3 ), Estimated Portion Uncollect­
ed. At the close of December or any other 
twelfth month, the contracts bought twelve 
months back have paid eleven installments, 
those bought eleven months back have paid 
ten installments, and so on. Column (3) sim­
ply indicates that fact with respect to monthly 
purchases of contracts. Obviously these are 
theoretical unpaid portions i.e. balances based 
on the theory that all installments were paid 
when due; that there were no prepayments 
nor delayed payments.
Column (4 ), Estimated Balances Uncol­
lected. It was seen that column (3) contains 
the fraction of contracts purchased during 
each of the months shown which remained 
uncollected at the close of the year. Column 
(4) shows the amount (aggregate balances) 
of these contracts, at the same time. It is 
the result of applying the fractions in Column 
(3) to the purchases shown in Column (2 ). 
Like the fractions, the balances shown in col­
umn (4) are necessarily theoretical balances.
Column (5 ), To adjust to Actual Balance. 
The computation in the lower section of the 
schedule shows how the difference between 
theoretical aggregate balances and actual bal­
ances are dealt with. In this case the excess
of theoretical balances over actual balances 
is equal to 2½% of theoretical balances. In 
column (5) the amount is arrived at for each 
month by applying this percentage to theo­
retical balances, such amounts being deducted 
from theoretical balances to arrive at esti­
mated (as between months) balances unpaid 
as adjusted, shown in column (6 ). It is not 
necessary to enter into a long discussion of 
the possibility of erroneous balances being 
shown in column (6) as a result of the pro­
cedure followed in column (5 ). It is suffi­
cient to say that such errors, due to varying 
deviations between theoretical and actual bal­
ances for the different months, are of no prac­
tical importance. They are insignificant in 
amount.
Column (6 ), Estimated Balance Unpaid 
as Adjusted. Column (6) shows the amounts 
arrived at by subtracting the amounts in col­
umn (5) from those in column (4 ), and it 
is considered as representing the actual bal­
ances remaining to be collected on contracts 
bought during the several months.
Column (7),  Remaining Life of Contracts 
in Months. It is to be noted that we are 
dealing with a number of contracts here, not 
with a single contract. These contracts were
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bought on all the business days of each 
month. It becomes necessary to arrive at and 
make use of an average date of purchase for 
all purchases of each month. The middle of 
the month is, therefore, considered the aver­
age date. The theoretical balance unpaid on 
contracts bought in January consisting of one 
installment on each contract will be collected 
during the succeeding January i.e. throughout 
that month. This is equivalent to saying that 
the unpaid installment at December 31, 1931, 
will have an average collection date one-half 
month beyond December 31st. Applying the 
same idea to purchases for the months from 
February to December, we find the average 
due date of the installments to be one half 
the period over which they will all mature; 
contracts bought in February will be collected 
within the first two months of the succeed­
ing year making the average collection date 
one month beyond the close of the period.
Column (8 ) ,  Month Dollars Remaining 
to Earn. This column is the product of col­
umns (6 ) and (7 ) and represents the 
amount unpaid out of each month’s pur­
chases, outstanding for one month. Dividing 
the total by twelve gives the equivalent for 
one year of all outstanding balances on con­
tracts. Assuming the yield on the face of 
contracts to be 15%  per year, the simple 
computation shown in the lower right hand 
section of the schedule is made, and it is 
found that the discount to be deferred 
amounts to $17,909.30.
Computing the Rate. Computing the rate 
of discount on effective balance is a simple 
matter. For a twelve-month contract it is the 
discount divided by 6½/12ths of the face 
amount of the contract, e.g.: amount of con­
tract $600.00; term twelve months, discount 
$48.75; the rate is 6 0 0 x 6 ½ or 15% . The
48.75 x 12
subject of rates and rate computation is too 
large to treat in an article like this primarily 
devoted to other matters, and nothing further 
need be said about it.
The material contained in this article may 
prove useful to persons who dislike formulas. 
For that reason I have avoided the use of 
algebraic symbols and condensed formulas.
In closing I suggest to the members of 
our profession that while specialization in 
certain lines of business may not be possible 
for many of us, there is no reason why we 
should not take advantage of such opportu­
nities as we may have to learn more about 
certain lines of business than we can about 
certain others. Let us study the lines in which 
we have considerable experience and material 
to work on.
It is hoped that this will be of some help 
to people who, like myself, are not especially 
fond of mathematics, whether or not they 
are versed in that science, as well as those 
who find the more involved formulas used 
in this field too difficult or elaborate for con­
venient use.
I  L i k e  t h e  D e p r e s s i o n *
By H e n r y  A n s le y , Editor, Amarillo News-Globe, Amarillo, Texas
LIKE the depression.
No more prosperity for me.
I have had more fun since the depression 
started than I ever had in my life. I had for­
gotten how to live, what it meant to have 
real friends, what it was like to eat common 
every-day food. Fact is, I was getting just 
a little high hat.
Three years ago, only one man of News- 
Globe organization could be out of town at 
a time and he had to leave at the last minute
*Since its first appearance this editorial has 
been appropriated by many newspapers. Read 
it and relax.
and get back as soon as possible. Many times 
I have driven 100 miles to a banquet, sat 
through three hours of bunk in order to 
make a five-minute speech, then drive the 
100 miles back so as to be ready for work 
the next morning.
Nowadays, as many N ew s-G lo b e  em­
ployees as are invited make those trips and 
we stay as long as we want to. The whole 
outfit could leave the office now and it 
wouldn’t make any difference.
I like the depression. I have time to visit 
my friends, to make new ones. Two years 
ago when I went to a neighboring town, I
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always stayed at the hotel. Now I go home 
with my friends, stay all night and enjoy 
home cooking. I have even spent the week­
end with some of the boys who have been 
kind enough to invite me.
It’s great to drop into a store and feel 
that you can spend an hour or two or three 
or a half day just visiting and not feel that 
you are wasting valuable time. I like the 
depression.
I am getting acquainted with my neigh­
bors. In the last six months I have become 
acquainted with folks who have been living 
next door to me for three years. I am fol­
lowing the Biblical admonition, "Love your 
neighbors.” One of my neighbors has one 
of the best-looking wives I have ever seen. 
She is a dandy. I am getting acquainted 
with my neighbors and learning to love 
them.
Three years ago, I ordered my clothes from 
a merchant tailor— two and three suits at a 
time. All my clothes were good ones. I was 
always dressed up. But now, I haven’t bought 
a suit in two years. I am mighty proud of 
my Sunday-go-to-meeting clothes. When I 
dress up, I am dressed up and I don’t mean 
maybe. I like the depression.
Three years ago I was so busy and my wife 
was so busy that we didn’t see much of each 
other, consequently we sort of lost interest 
in each other. I never went home to lunch. 
About twice a week I went home for dinner 
— at 6 :30  o’clock. I never had time to go 
anywhere with her. If  I did go to a party, 
I could never locate her. Since there was al­
ways a "blond” or a "red-head” available, I 
didn’t much worry about it.
My wife belonged to all the clubs in town. 
She even joined the young mothers’ club. 
W e don’t have any children, but she was 
studying— and between playing bridge and 
going to clubs, she was never at home.
W e got stuck-up and hifalutin’. W e even 
took down the old family bed and bought 
a set of twin beds— on the installment plan.
When I would come home at night, if my 
wife was at home, she would already be in 
her bed and I would crawl in mine. I f  she 
came in last, it was vice versa.
W e like the depression. W e have come 
down off our pedestal and are really living 
at my house now. The twin beds are stored 
in the garage and the old family affair is
being used. W e are enjoying life. Instead 
of taking a hot water bottle to bed these 
cold nights, she sticks her heels in my back, 
just like she did before Hoover was elected.
I haven’t been out on a party in eighteen 
months : I have lost my book of telephone 
numbers. My wife has dropped all the clubs. 
I believe we are falling in love all over again. 
I am pretty well satisfied with my wife. Think 
I will keep her, at least until she is forty, and 
then if I feel like I do now, I may trade her 
for two twenties.
I am feeling better since the depression. I 
take more exercise, I walk to town and a lot 
of folks who used to drive Cadillacs are walk­
ing with me. I like the depression.
My digestion is better. I haven’t been to 
see a doctor in a year. I can eat anything I 
want to.
I am getting real, honest-to-goodness food. 
Three years ago, we had filet mignon once a 
week, now we have round steak with flour 
gravy. Then we had roast breast of guinea 
hen. Now we are glad to get sow-bosom 
with the buttons on it.
I like the depression. My salary has been 
cut to where I can’t afford to buy lettuce and 
spinach and parsley, and we can’t afford to 
have sandwiches and frozen desserts and all 
that dam-foolishness which has killed more 
good men than the World War.
I like the depression. Three years ago, I 
never had time to go to church. I played 
golf all day Sunday and besides I was so 
darned smart that there wasn’t a preacher in 
West Texas who could tell me anything.
Now, I ’m going to church regularly—  
never miss a Sunday.
And if this depression keeps on, I will be 
going to prayer meeting before long.
I like the depression.
"KEEP UH G W YN E”
The homely philosophy of an old-time darkey
"E f it rain o’ ef it blow 
Keep uh gwyne,
Ef it sleet o’ ef it snow,
Keep uh gwyne,
’Taint no use to sit an’ pine 
Ef de fish ain’t on de line!
Des’ bait yo’ hook a-gin an’
Keep uh gwyne,
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T h e  G r e a t  A m e r i c a n  A s h - C a n *
By H e n ry  H. H eim ann  
Executive Manager, National Association of Credit Men
G RANNY ARCHER lived in a one-room, 
pine house at the far edge of the vil­
lage. I can still see the great and dispropor­
tionately large brick chimney of her small 
home standing defiantly naked against the 
rugged winter scenery of the prairie coun­
try of Illinois. And I can still recall the 
waves of ivy foliage that enshrouded her 
house in the spring and summer.
Granny Archer must have been ninety 
when I was but a youngster toddling the 
village roads in knee-pants and bare feet. 
Of course, she was poor— "mouse poor,” as 
the folks used to say in their provincial way. 
In the early winter months villagers could 
be seen wending their way to Granny’s home 
carrying to her in a small wooden bowl or 
earthen crock— a hog’s head. The leavings 
of the village generally found their way to 
Granny’s.
Dependent upon such a meagre subsist­
ence Granny was naturally careful and frugal 
in all of her habits. I often saw her trudg­
ing along to the old corn elevator, where 
she would walk among the cobs as they 
came from the chute after the corn had 
been shelled. She would gather up the small 
nubbins, or cobs, which had some rather 
stubborn kernels protruding from the ends, 
and which modern machinery would not 
wrest from the cob. These she would take 
home to her chickens. Late in the summer 
when the flour mill was operating Granny 
used to take her wheel-barrow full of re­
jected wheat chaff home to her few chickens, 
hoping that they might find a few kernels 
of wheat among the chaff and smut.
W e boys really loved poor Granny Archer. 
She would do anything for us. Her kind 
ministrations remain as some of the fondest 
memories of my life. I shall never forget 
the last time I saw Granny. She was sitting 
on the rear stoop of her home and had a 
sieve in her lap. She was sifting ashes. Oc­
casionally she was able to get coal to burn 
in her fire-place. Due to her frugal nature,
*Reprinted by permission.
she was actually sifting the ashes to discover 
whether or not they might still have some 
value.
A day or two later Granny died. Although 
the whole town mourned her passing, we 
boys in particular were heartbroken. W ith 
tear-filled eyes we marched in a small group 
behind her casket. Within two weeks after 
h er death a startled village learned that 
Granny’s will had been probated. It was un­
expected enough that she should even have 
a will, but it was too much for the village 
to comprehend when it was learned that 
Granny had saved a small fortune of twenty- 
five thousand dollars which her will set 
aside for Boys’ Welfare work. Twenty-five 
thousand dollars after half a century of sift­
ing ashes, picking up nubbins of corn and 
carrying home discarded wheat smut!
Some few weeks ago when I journeyed 
back to my boyhood home I paused at the 
village cemetery and stood there before 
Granny’s grave. Once again that unforget­
table picture of Granny sifting ashes came 
to my mind and I thought of it in connec­
tion with our present economic situation.
Granny Archer sifted from her scant exist­
ence the amazing sum of $25,000. Careless­
ness, lethargy, irresponsibility and ignor­
ance are four devouring demons who sift 
from the bounteous existence of this great 
country of ours, the wealthiest nation on the 
face of the globe, billions of dollars in waste 
annually. As I stood beside the receding 
mound of Granny’s grave, mental associa­
tions brought to my mind the billions of 
dollars in waste that pour into the Great 
American Ash-Can annually.
Perhaps the greatest tragedy in the world 
is for willing hands to be unable to find 
necessary work. The privation and suffer­
ing that has been experienced in the last 
two or three years deserves and wins the sym­
pathy of every thinking man and woman. 
I have no patience with those prophets who 
go about the country predicting that this 
nation is doomed, and that prosperous days 
will never return. A young nation such as
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ours, possessed of unlimited natural re­
sources and blessed with great potentialities 
of leadership is destined to return to nor­
mal and prosperous times. It is the respon­
sibility of leadership, however, to bring 
about this recovery as rapidly as possible, 
and with the least amount of human suf­
fering.
T h e  Great American Ash-Can, w hich  
holds the wastes of American people and 
American industries, if  carefully sifted 
would yield savings which might well spell 
the difference between a period of prosper­
ity and a depression period. The greatest 
diamond that was ever discovered was found 
on a dump-heap. Fortunes have been re­
claimed from old and forgotten gold-dig­
ging dumps. Old oil wells have been re­
tapped and have paid handsome dividends 
to their workers. Intelligently planned and 
definitely directed sifting of the Great 
American Ash-Can would recover for our 
country several billions of dollars.
It can be conservatively estimated that the 
total waste and losses in this country exceed 
fifteen billions annually. It isn’t necessary 
for a college professor to reach this conclu­
sion through the use of trigonometry and 
calculus. Any man with a grammar school 
education can reach this deduction with 
simple arithmetical methods. In this analy­
sis, however, I am only concerned with ap­
proximately nine billion, two hundred fifty 
million dollars of yearly waste. The respon­
sibility of doing something about this nine 
billion dollar waste falls entirely within the 
province of business men. A moment’s re­
flection will indicate that the economic 
losses and wastes of this country for two 
years, if  saved, would more than pay off the 
entire public debt of the United States, 
which is close to eighteen billion dollars.
What are the factors which comprise this 
nine billion dollar waste? Five major divi­
sions make up this gigantic total. Fraud 
losses represent three billion, eight hundred 
and sixty million dollars, business failure 
losses aggregate one billion dollars, bank 
failures exceed one billion, four hundred 
million, economic losses through automobile 
accidents equal two billion, five hundred mil­
lion dollars, and fire losses constitute a five 
hundred million dollar loss. Adding these 
figures we get a total of nine billion, two
hundred sixty million dollars in annual eco­
nomic wastes.
These wastes just recapitulated only par­
tially fill the Great American Ash-Can. Not 
more than a billion and a half dollars of 
losses through racketeering are included in 
the nine billion dollar total. This billion and 
a half loss applies only to the business and 
financial fields. Racketeering in broader so­
cial channels imposes on our country annual 
debits of at least ten billion dollars. A re­
port of the Crime Commission of the State 
of New York submitted to the State legisla­
ture on April 3, 1931, said in part: "During 
the past few years there has grown up, par­
ticularly in the larger cities, an illegal system 
of levying tribute commonly known as rack­
eteering. How much it is costing the public 
cannot be definitely figured, but estimates 
range all the way from twelve billion to 
eighteen billion dollars annually to the na­
tion.” I have cited this one case to prove 
that the nine billion dollar waste which I 
have just summarized accounts for only about 
half of the total national wastes and losses 
of this country.
The American Bankers Association has es­
timated that the financial losses through 
fraud approximate three billion, eight hun­
dred and sixty million dollars a year. To be 
safe and conservative let us deduct one bil­
lion dollars from this estimate. This will 
leave a total fraud loss of two billion, eight 
hundred and sixty million dollars. This is 
more than enough to pay for half of our total 
estimated Federal Government expenses for 
1932 of four billion, nine hundred million 
dollars. This tremendous loss is an indict­
ment of American indifference. It is difficult 
to comprehend the lack of concern which our 
law-abiding citizens show toward our law- 
breaking citizens. I f  business were to organize 
and defend itself against these unconscion­
able racketeers and men whose sole ambition 
in life is the pursuit of the dollar, irrespec­
tive of how it is garnered, and who have no 
thought whatsoever of trying to be of assist­
ance to human welfare, I am sure that a con­
servative saving of at least half a billion dol­
lars could be made.
The following classifications make up this 
three billion, eight hundred and sixty million 
dollar fraud loss: hold-up and larceny— two 
hundred and fifty million; embezzlement
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claims— one hundred and fifty million; credit 
frauds alone, outside of the losses in bad 
debts, and questionable bankruptcies, amount 
to four hundred million dollars; forgery costs 
the nation forty million dollars; seaport rob­
beries, piracies and customs frauds— one hun­
dred million dollars; railroad and other thefts 
in transit— twenty-five million; stock frauds—  
one billion, seven hundred and fifty million; 
stock and insurance frauds— one billion; arson 
— seventy million; and miscellaneous— seven­
ty-five million. There isn’t a single doubt 
that the credit frauds would greatly exceed 
four hundred million dollars were it not for 
the constant and vigilant fight which the 
Fraud Prevention Department of the National 
Association of Credit Men has waged against 
commercial crime and racketeering during the 
past five years.
The total liabilities and losses from busi­
ness failures in this country amount to about 
one billion dollars annually. The responsi­
bility for this terrific burden must be placed 
squarely upon the shoulders of business men. 
W e know beyond any question of doubt that 
at least twenty-five per cent of this total 
amount could be saved. Suppose we set the 
figure at two hundred and fifty million dol­
lars. W e have figures available to prove that 
where businesses are not shunted into bank­
ruptcy but are placed in friendly liquidation 
by a cooperative business organization that 
the yield, by way of dividends, is fully twice 
the amount that is secured when they are 
handled in the usual bankruptcy manner. The 
recorded experiences of the National Asso­
ciation of Credit Men are in keeping with 
this conclusion. Fortunately, we have an en­
couraging outlook in respect to business fail­
ure losses.
Business at present is seeking to correct the 
bankruptcy evil and thus free itself from a 
large portion of the heavy loss burden which 
now retards its progress. Every business man 
should give earnest and continuous considera­
tion to the new Bankruptcy Bill which is now 
before Congress. The specific purpose of this 
bill is to provide for bankruptcy a business 
administration that will conserve the assets 
of the distressed debtor.
When a debtor merchant cannot pay his 
bills he is either bankrupt or on the road to 
bankruptcy. Immediate and constructive busi­
ness rehabilitation is all that will save him.
One of the most important responsibilities of 
the business organization today is to keep 
fully informed on the paying habits of its 
customers. The National Association of Credit 
Men, a cooperative non-profit making organi­
zation, has developed an "exchange of ledger 
experience system” which will acquaint any 
credit executive with the actual paying habits 
of the customer who is applying for credit. 
A common sense analysis of these interchange 
reports will reveal whether or not the custo­
mer is entitled to the credit for which he is 
applying. If  even ordinary precautions were 
taken in credit analysis the vast debt loss due 
to bankruptcy would be greatly curtailed.
Failures darken and shame the pages of 
our financial history. The average American 
individual has always looked upon the bank 
as a symbol of strength and ability. The very 
fact that we have placed so much reliance 
upon the bank gives that institution a potent 
influence upon bu sin ess and eco n o m ic  
psychology. It is difficult to understand how 
banking leadership can allow a one billion, 
four hundred million dollar bank failure loss 
to this country each year. It is not too san­
guine to suggest that bank failure losses could 
reasonably be reduced by four hundred mil­
lion dollars a year.
Through the application of actuarial methods 
one of our large insurance companies has esti­
mated that the economic losses through auto­
mobile accident cost this country two billion, 
five hundred million dollars a year. This ex­
ceeds by three hundred million dollars the 
annual public school costs of the nation. This 
sum now wasted as a result of automobile 
accidents can be greatly reduced. Only one 
automobile accident out of every twenty is 
caused by mechanical failure. The other nine­
teen are attributable to error on the parts of 
the drivers or pedestrians. During 1931 
thirty-four thousand, four hundred deaths 
were caused by automobile accidents. It is 
impossible to estimate the human suffering 
and sorrow caused by these catastrophes. The 
accident death and injury toll for 1931 was 
one million, thirty-two thousand people. This 
sum almost equals the population of Nevada, 
Delaware, Wyoming and the District of 
Columbia, with a combined population of 
one million, forty thousand. A large portion 
of this two billion, five hundred million dol­
lar accident waste is in the form of property
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damage to business establishments. W e can 
conservatively say that the proper application 
and practice of safety principles would slice 
at least eight hundred million dollars from 
this two billion, five hundred million dollar 
automobile accident waste.
The half billion dollar fire waste that pours 
into the Great American Ash-Can each year 
offers greater immediate opportunity for eco­
nomic savings than does any of the other loss 
factors. Statisticians agree that fully eighty 
per cent of this loss is preventable. The loss 
of money in fire waste is but one of the many 
considerations involved. Ten thousand lives 
are lost annually through these fires. Forty- 
three out of one hundred buildings which 
are burned are never rebuilt. Consequently 
there are heavy losses to creditors and large 
numbers of workers are thrown out of em­
ployment.
W e have ju s t  witnessed considerable 
wrangling in Congress over the progress of 
balancing our National budget. The admin­
istration set a goal of a two hundred fifty 
million dollar reduction in governmental ex­
penditures. This made headline news! Yet 
the reduction of our annual fire-loss offered 
American business and American citizenry an 
opportunity to save one hundred fifty million 
dollars in excess of this amount. This would 
more than counterbalance the added tax bur­
den our people have assumed in this critical 
period. And if this amount is a matter of 
costs in production figures —  and it cannot 
help but be —  in what position does it place 
us, when we meet in open competition with 
products from nations who do not have to 
saddle their manufacturing concerns with this 
unusual burden? And so, with eighty per 
cent of this fire loss easily preventable we 
have an opportunity to save another four hun­
dred million dollars for the American people.
The savings that I have suggested would 
amount to two billion, six hundred and fifty 
million dollars. This represents a saving of 
approximately twenty-two dollars for every 
man, woman, and child in the United States. 
You can readily see that this would reduce 
our federal tax burden by at least half. Ex­
pressed in another way it would provide pub­
lic school education for twice as many chil­
dren as are now educated in our public schools. 
This saving annually for seven years would 
pay off our entire National debt. The effect
of this vast saving would be more far reach­
ing than the mere recovery of two billion, 
six hundred and fifty million dollars. As this 
amount saved would be turned over in busi­
ness transactions several times during the year 
it would serve to vitalize and energize Amer­
ican business. This requires the sifting of less 
than twenty-five per cent of the waste from 
the Great American Ash-Can.
Our National wastes must be expressed vir­
tually in terms of astronomical figures. No 
other country in the world could possibly 
shoulder this vast loss burden and not go into 
the hands of the receivers. W e think of our 
National, State, municipal and business prob­
lems in terms of income and expenditures. In 
analyzing our National balance sheet we must 
take into consideration the great and all-im­
portant third factor of waste.
The significance of these economic wastes 
will come home to the business man when 
he compares them with the earnings of our 
great corporations. Fifteen hundred of the 
largest corporations reporting income for  the 
boom year of 1929, when prosperity was at 
its very peak, reported a net earning of slightly 
less than five billion dollars. In 1931 these 
same corporations reported a net earning of 
slightly over one and one-half billions. It is 
clear, therefore, that the Great American Ash- 
Can holds within its circumference savings 
that will overshadow these earnings, and 
which bring out in bold relief the vital sig­
nificance of economic wastes which are ac­
cepted in such routine fashion. American 
business and industry has established an en­
viable record in the simplification and stan­
dardization of products to decrease wastes in 
production. Some headway has been made 
in decreasing distribution costs. The nine 
billion, two hundred sixty million dollar waste 
which I have enumerated represents losses in 
money that has actually been earned and is in 
circulation and in established assets. A sound 
program for reducing these wastes will in no 
way destroy our high standard of living. 
Quite the contrary it will build for a higher 
standard of living. This elimination of waste 
is by no means synonymous with the penury 
and frugality of peasantry. It was the sinister 
Machiavelli who said, "A  son could bear with 
great complacency, the death of his father, 
while the loss of his inheritance might drive 
him to despair.” Our complacency about
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these staggering losses is insidiously stealing 
from us our individual and national inherit­
ances. Our national income for 1931 was in 
the neighborhood of sixty-five billion dollars. 
Actually our national income should have 
been closer to seventy-five billion. Close to 
ten billions went into the Great American 
Ash-Can last year. In other words, the coun­
try has lost about one dollar for every ten 
dollars of its income.
I have written on these matters only in 
terms of large sums of money. I have not 
enumerated the small individual wastes that 
are found in every family, in each business 
organization, and in industry. It behooves 
every business man to check very carefully, 
not only his factory but his office, and all of 
its activities for it is the small, private wastes 
that further cut into his earnings and put him 
at a severe disadvantage in international trade, 
and in national trade with respect to those 
who bring to their work a better sense of 
economy.
When you consider these staggering sums 
does it not appear to you as ridiculous to con­
clude that we in America have reached the 
height of our prosperity? Why, aside from 
the normal development of our business and 
aside from the normal opportunities that are 
afforded us by our great deposit of natural 
resources and by our decided advantage in
manufacturing facilities, if  we were but to 
concentrate upon one item, the waste factor, 
an item heretofore silently accepted as one of 
the by-products or burdens of business, and 
if we were to endeavor in a conscientious and 
serious way to eliminate this, we would soon 
discover that we were saving sufficient easily 
to spell a reasonable prosperity.
I return to the beginning. I am wondering 
whether the present generation is willing to 
dig down into the Great American Ash-Can 
— someone like my friend Granny Archer—  
and very carefully sift the ashes in order that 
American business of this generation might 
store up, for the generations that are to fol­
low, a fund such as Granny Archer stored up 
for the use of the boys of that little village. 
Or are we going to sit idly by and let the 
future generation work out its own salvation, 
after we have burdened it with these tremen­
dous items of waste? Once again there comes 
a vision to me of a familiar figure at the door­
step, but instead of Granny Archer I see the 
average American industrialist, sifting the 
ashes, proud of the fact that he has been able 
through the elimination of waste to contribute 
to the welfare of future civilization. After 
all, isn’t that the heritage that the future 
generation might reasonably expect of us? 
Is it?
S e l f - R e g u l a t i o n  b y  I n d u s t r y *
R E L E N T L E S S , se lfish  competition has 
brought our industries to the brink of 
ruin. Unless checked it is seriously questioned 
if our capitalistic system can survive. That 
is a strong statement, but this is no longer 
a time to compromise with soft words.
Business exists for making profits. When 
profits disappear, business likewise disappears. 
The satisfaction of labor working for an ade­
quate wage, of the consuming public for an 
adequate supply of goods at reasonable prices, 
of the investor for a return on his money, of 
the government for an unimpaired source of
*Extracts from address of Charles F. Abbott, 
Executive Director, American Institute of Steel 
Construction, delivered before the National Pur­
chasing Agents’ Association Convention, Detroit, 
Tune, 1932.
tax returns, are all dependent uniformly upon 
the profitable operation of business.
Unequalized production and consumption 
has kept prices at a level that has created 
losses for most all our business interests. In 
the face of this situation, there are too many 
who are still obsessed with an inherent faith 
in getting all the business in sight as the only 
solution to their own problems. They believe 
that it offers the one assurance of continued 
operation. In such a wild scramble for busi­
ness, prices and profits have been cast over­
board as a few, prompted by selfishness, have 
created a demoralized condition throughout 
their industry, and in opposition to stabiliza­
tion.
It is difficult for some to accept the idea 
that operating policies must be based upon
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conditions of sale. They are too frequently 
formulated by disregarding them entirely. 
The danger is not entirely a lack of business, 
but the failure to maintain prices that include 
a reasonable profit.
Destructive competition has brought con­
sumers to the point where they regard low 
prices as the only consideration in their pur­
chases. Price cutting has educated buyers to 
realize that the low price of today may not 
be the low price of tomorrow.
The problem is not so much the cut price 
as it is the attitude of some of the sellers 
who are out to get the business at any price. 
Invariably they cut their own low price, and 
such a policy incurs economic loss. The re­
grettable part is that someone loses his tem­
per and uses his time and money to prevent 
someone else from getting business to which 
he may be entitled. Under such conditions 
we should not forget the old adage "whom 
fortune wishes to destroy she first makes 
mad.”
The constant lowering of prices is an end­
less process. The price cutter may be low to­
day, but his competitor will see to it that he 
is not low enough tomorrow. In this down­
ward trend of prices there comes a time when 
profits are dissipated and business is being 
transacted at a loss. In this wild scramble 
for volume, industry must learn that distress 
lurks just ahead and the only remedy lies in 
the rationalizing of output.
If  demoralized price cutting is to be elim­
inated, the sellers must exert their leadership, 
and in the formulation of their selling poli­
cies they must define fair prices and then 
vigorously enforce them without any partial­
ity or deviation. One of the most construc­
tive influences is the establishment of a one 
price policy thereby establishing prices and 
discounts that will be fair to all.
There is only one way to make money in 
business. That way is to sell the product 
produced at a profit. It takes courage to look 
a large order squarely in the face and say 
"N o” if  it is not in accord with established 
terms and prices. Price cutting is a direct 
result of unreasonable selfishness for business, 
and destructive cut-throat competition is a 
result. Minds filled with rancor, hate, jeal­
ously and suspicion will be met with similar 
mistrust. Confidence and faith in one an­
other, as Judge Gary stated, is vital, if prog­
ress is to be made.
Price cutting is directly contrary to the in­
terests of the buyer. While the law of sup­
ply and demand operates, it is economically 
sound for the buyer to try to get the best 
possible price, but to drive the bargain be­
low the line of fa ir  profit, good quality, and 
proper service is poor business in the long 
run. Substitutions, inferior quality, and in­
adequate service logically follow. The buyer 
suffers and pays a much greater price in the 
end.
Every business institution is both a buyer 
and a seller. If  we are to sell at a profit we 
must buy at profit. Take for instance the 
automobile industry. If  their purchasing de­
partments were to pound down the price for 
steel or other requirements they would lose 
in the end. They cannot expect to take the 
profits away from their supply sources and 
get the profits that otherwise would be 
available.
It is time for the price cutter to stop price 
cutting and for the bid chiseler to discon­
tinue his unfair practice. It is time we should 
all recognize that we are both buyers as well 
as sellers. Both functions should be intelli­
gently conducted, but we cannot expect fair 
prices and fair treatment if we hammer down 
prices below a reasonable point in our pur­
chases. W e must be as fair in our buying 
as we expect other buyers to be toward us.
If  our business men would agree to dis­
continue price cutting and bid chiseling and 
to pay fair prices we would hasten the trend 
of business revival. W e should all insist that 
our purchasing agents recognize the right of 
all from whom we buy to a fair profit and 
to discourage purchases at prices that are be­
low a reasonable minimum.
Unless price cutting is stopped and prices 
are advanced to the point where they will 
show a reasonable profit, then wages must be 
reduced, increasing the volume of unemploy­
ment. Wage scales cannot be maintained and 
the unemployment problem cannot be solved 
unless profits can be realized. Prosperity and 
destructive price cutting competition have no 
relationship one with the other. W e cannot 
rebuild our prosperity in a market of declin­
ing prices.
Bankers are beginning to recognize this 
distinction. The member is entitled to more 
favorable consideration. Buyers are likewise
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attaching greater importance to trade associa­
tion membership. They have reasons to place 
greater confidence in those who are promoting 
industrial standards and abiding by the prac­
tices as established by the association. The 
non-cooperator invites suspicion by his very 
position of isolation, and individualism is 
not accepted today on a par with organized 
cooperation.
The opportunity of industry to recover 
awaits a cooperative plan to promote normal 
business and normal profits. It is obvious 
that if  our industries are to progress and con­
tribute to the welfare of the country the way 
will be found in the creation of reasonable 
profits and not in a struggle to obtain vol­
ume at a disregard of fair prices. It is evi­
dent that the country must soon choose be­
tween unregulated competition which will 
prevent excessive prices.
There is much in the way of encourage­
ment when an industry will get together and 
plan to meet its problems. Such conferences 
cannot help but arouse enthusiasms and when 
business men become enthusiastic there is rea­
son to believe that definite accomplishments 
will result. In any event, cooperative plan­
ning is a demonstration that an industry is 
alive and at least making an effort to sur­
mount its difficulties.
It is a case of deciding what we are will­
ing to do. Either we are to work out our 
own future, our independence and maintain 
freedom of business operation, or we will 
find that a form of commission will take 
charge of our business affairs and tell us just 
what we can and cannot do. It is difficult 
to believe that our business men will sacri­
fice self-control and regulation and permit 
themselves to be led to the brink of a gov­
ernment-operated business.
The business executive of the future will 
be a profit-minded individual, imaginative, 
creative and aggressive. He will be a man 
of new ideas and with the courage to put 
them into practice. He will understand pro­
duction, finance and selling, but he will not 
be a specialist in either. He will be open- 
minded, and capable of analyzing problems 
and free to apply the proper remedies.
J O B S  T O  D O
(Have You a Mental “Warming-Pan” for Tiresome Days?)
By M a u r ic e  C. M oo re
I  HAVE a beautifully bound little notebook 
on my desk. It is almost filled with jot­
tings, the collection of years. On the cover 
is a label —  JO BS TO DO.
I get rather a good kick out of looking at 
it, for the reason that it is as sure as anything 
can be that most of those Jobs to Do will 
Never be Done.
I keep it as a guarantee that I need never 
have a really idle and futile day. All else 
failing, here is work, and not work that I 
have invented merely to make work. Each 
and every item really needs attention.
Once or twice I have thought of scratch­
ing out the title and writing there instead 
"Mental Warming-pan.” For that’s just what 
it is, and all, I believe, that I ever meant it 
for.
It’s this way. There is good work, the 
sort you want always to be at, and there’s 
the inferior kind, which you tolerate when
you can’t get anything better.
The little book, detailing only the inferior 
jobs, serves splendidly as a prompter to the 
better work.
Perhaps two or three times a week I reach 
over and glance at it. I will tackle one of 
the jobs. Lucky I have this, as things are so 
slack. Preparations made. (I know how it 
goes, inside ou t). Gradually the job is pushed 
aside and forgotten. It has brought my flag­
ging interest round to something more worth 
while— something that would not have turned 
up but for this stimulant.
"For another day, then,” I think, not re­
signedly but gratefully, and put the book 
back.
An isolated case, suited to me personally 
and of little value to others?
No one can avoid dullness at times. Trade 
is bad and things simply don’t happen. You 
looked, perhaps, for contacts, people coming
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and going. These fail you; and are you too 
much put out and slowed down in conse­
quence ?
Then you can will to create happenings 
yourself, to be a dynamic center of activity 
around which persons and events revolve. 
Ways can be found to set yourself strongly 
in motion, by your own volition.
Try defeating frustration by always having 
at hand a program of work that might be
done but in the last analysis need not be.
"I am booked for this,” you will say, and 
the very fact that you don’t want to be booked 
for it will send you re-acting and vigorously 
searching for the satisfying effort.
The little notebook.
It is a warning-post as well as a warming- 
pan. It says: "Get to what matters, never 
mind that inner mood or those outer circum­
stances, or you’ll have to reckon with me.”
(All Rights Reserved)
M a n a g e r i a l  C o n t r o l  o f  S a l e s  P e r s o n n e l  
a n d  E x p e n s e *
By T. M . M cN ie c e
W E  ARE concerned in this talk with gen­
 eral policies rather than specific technique.
In the pursuit of greater sales volume, one 
thing must be kept constantly before our eye 
and that is— what does the greater volume 
cost to obtain?
In the gradual organization of society, we 
found that it was necessary for certain indi­
viduals to specialize in the production of 
things demanded by society as a whole. At 
first, these specialties were developed purely 
for local markets, but with the improvement 
in transportation and the shortening of the 
time required for transportation between 
points, the limits of the market have been 
gradually pushed out, thus opening a greater 
market to the specialists who increased ca­
pacity to meet the production demand and 
therefore, finds in certain periods of the year 
excess capacity for production. It became 
necessary, therefore, for him to reach out for 
greater sales which can be had through in­
creased usage of his product or an increased 
gain from competitive manufacturers. Usually, 
however, it is found that the volume taken 
from competitors is taken at an increased 
sales cost, either through increased advertis­
ing, sales effort, or service efforts. It may be 
found that the increase in cost is greater than 
increased profit from the larger volume. In­
creased usage is found by bringing fresh 
utilities to the commodity being marketed—
*Excerpts from an address before the New 
York Chapter of the National Association of Cost 
Accountants.
a change in packaging which may cause 
greater demand. The increase in sales effort 
will be had through calling on more outlets 
and more frequently. This will naturally 
bring in orders for smaller quantities which 
may be handled at a loss, but inasmuch as it 
is necessary to gain some of the competitor’s 
business, the more frequent calls are made for 
fear that the competitor may call and receive 
an order in the meantime. This may also 
give rise to taking on too many outlets, caus­
ing a sub-division of existing consumption.
The service factor which covers window 
displays, etc., may be stimulated by the efforts 
of your competitor to hold his business, which 
will cause you to give more and more service. 
It may take on the nature of deferred billings, 
installment credits, etc.
It is hard to find in trying to obtain some 
part of your competitor’s quota of the market 
a balance where your effort to do so will not 
cause your competitor to reduce prices in an 
effort to increase his volume, thus upsetting 
the market and bringing large financial losses 
to all engaged therein. To keep the cost of 
selling in proportion to the volume received 
is the background for control.
The territorial potential— that is, the total 
volume consumed by the market and the quota 
which the individual manufacturer may expect 
to receive, measure the effort and cost of the 
effort to be expended. It must be borne in 
mind that the profit and not the sales effort 
is the objective, and that a control of per­
sonnel and expense is necessary to obtain
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profit. This control may fall under three 
heads:
1. Selling
a. Contact
b. Order
2. Distribution
a. Physical Movement
3. Administration
a. Coordination of Costs.
The control of personnel means field con­
trol of the selection of customers so that in 
turn you may have selective selling and you 
may be able to control the number of calls 
per day— the number of orders taken— the 
value of the orders— adjustments— routing.
You may be able to have monthly reports 
of sales to the various outlets, and you may 
be able to establish incentives for your selling 
force. The selection of customers cannot be 
had in the office, nor in the field alone. To 
secure the maximum return through selective 
selling, control must be had through file cards 
or lists so that the men in the field may be 
supplied with the names of prospects to be 
called upon. The number of calls to be made 
per day per man cannot be fixed at any limit, 
for you must consider whether he is doing 
persuasive selling or order taking— purely 
selling or merchandising —  the type of mer­
chandise— the field conditions and the type 
of man employed will help determine this 
point.
The number of orders taken bears no rela­
tion to value, although value is most im­
portant in the question of unprofitable as 
against a profitable merchandising policy. A 
number of small orders in a territory may 
pay a man’s expenses and show a small profit 
in addition with one type of commodity, and 
with another type it may not do so— and still 
another type of commodity you may have a 
policy of window display or window dressing 
which may eat up any possible profit to be 
had from the territory.
The adjustments made in the field by indi­
vidual men should be kept track of and the 
variation of value in adjustments by men in 
different sections should be compared, for 
some men are more prone to make adjust­
ments than others.
Routing the men may be done on a flexible 
basis for no salesman is assured contact on his 
initial rounds. A standard routing for a terri­
tory should be worked out however, so that
the variations from the standard routing may 
be followed with intelligence. In the Middle- 
West, the lack of effective roads makes stand­
ard routing easy— in the East, there are so 
many choices of routes that a standard must 
be worked out, possibly through experience.
It may be possible to pay, as an incentive, 
straight commission based on territorial poten­
tials and quotas. The value of the quota to 
be sold does not govern the number of sales­
men employed— that number is controlled by 
the number of transactions.
The expenses chargeable to selling should 
be set up and a balance should be struck be­
tween larger and small orders. This brings 
into play the question as to whether or not 
proper office control is had. To determine 
this, it is necessary to trace special orders 
through the office procedure and arrange the 
office that the flow may be continuous and in 
a logical sequence. Some companies have 
worked this out to a point where it is possible 
for them to use conveyor belts and to establish 
their office functions on a piecework basis.
In handling advertising, it is necessary to 
predetermine whether the advertising is to be 
local, sectional or national, and to balance in 
cost of advertising in specific areas against 
the potential in that area so that the budget for 
advertising cost may be expended in the best 
sales area— in other words, so that the ex­
penditures may be balanced with potentials. 
Your advertising should also be timed with 
the market, as for instance, in the case of the 
manufacturer of raincoats who, through the 
Weather Bureau reports, determined his sales 
territories and the timing of the market in 
those territories.
Warehousing and the transportation costs 
in various territories should be controlled by 
territories per sales dollar. The inventory 
stock in the warehouse may be kept down by 
the use of such devices as the teletype in 
which the orders written in the office are re­
produced immediately in the warehouse. This 
instant transmission of orders serves to level 
the load line.
Selling expense must be allocated in all its 
details. Hence, the first requisite in setting 
up your accounts is to design the system by 
functions and departments, or, as in the case 
of advertising, by products.
Study the measurable factors which chiefly 
govern the expense factors, such as number
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of orders which creates the billing, credit and 
collection procedure, accounts receivable, the 
number of men in a field. Study number of 
visits the men in a field make and the amounts 
spent by them. Determine the expense per 
orders received. After the proration of ex­
penses to product and territories on the basis 
o f  allocation, determine prorate in balance
remaining of selling expense on cost arrived 
at by determined basis— in other words, 75%  
to 80%  can be prorated on a basis which is 
logical; the remaining 20%  to 25%  can be 
prorated on the same basis. As someone 
said: "The times we are in require a flexibility 
of mind to determine the strength of the cur­
rent and the direction of it.”
P r a c t i c e  o f  P u b l i c  A c c o u n t i n g  b y  O t h e r  
T h a n  C e r t i f i e d  o r  R e g i s t e r e d  
P u b l i c  A c c o u n t a n t s *
By Caddie H. K in ard ,
T HE practice of public accounting by other 
than certified or registered public account­
ants is a problem which has created a good 
deal of interest in recent years. In the follow­
ing discussion of this subject, my views may 
be biased, as I cannot give logical arguments 
for and against the practice of the profession 
by other than certified or registered practi­
tioners. In fact, I think this is a question 
which requires the occupancy of one position 
or the other. W e are taught that no person 
can serve two masters, and in as much as I 
am a certified man, there can be no doubt as 
to my attitude.
The time alloted me will not permit an 
elaborate discourse, therefore, I shall con­
fine my remarks to a few items that I con­
sider of major importance.
Accountancy as a profession is in its in­
fancy. The general public has not been edu­
cated as to the value of the service that may 
be rendered by the professional auditor, nor 
has it been informed as to the amount of time 
and the nature of the preparation necessary 
to fit one for this vocation.
Webster’s New International Dictionary de­
fines a profession as: "That of which one pos­
sesses knowledge; the occupation, if not purely 
commercial, mechanical, agricultural, or the 
like, to which one devotes one’s self; a calling 
in which one professes to have acquired some 
special knowledge used by way either of in­
structing, guiding, or advising others or of
*Paper given at Memphis meeting of The 
American Society.
C.P.A., El Dorado, Ark.
serving them in some art; calling; vocation; 
employment; as, the profession of arms; the 
profession of chemist.” This same authority 
further states: "The three professions, or 
learned professions, is a name often used for 
the professions of theology, law and medi­
cine.”
From these definitions it is seen that the 
professional practitioner should be adequately 
trained if his services are to maintain the high 
standard of his calling. Much as we dislike 
it, we frequently hear remarks to the effect 
that Mr. A is a genius for figures; he is 
rapid in mathematical calculations and is quali­
fied to be an "expert accountant.” Such re­
marks are usually made by persons who have 
perhaps never studied accounting and know 
nothing about the profession. Efficient ac­
countants such as comprise this audience smile 
at the use of the expression "expert account­
ant,” and no doubt their minds revert to the 
early days of the income tax law, before the 
term "Income Tax Expert” was overused and 
meaningless.
Such incidents result from our failure to 
properly educate the public, and in my opinion 
we should give this situation the consideration 
it deserves and thus correct false impressions 
about our profession. It seems to me that the 
logical bodies to conduct such a campaign are 
the State and national organizations.
In the older professions such as law, etc., 
one cannot become a member until he has been 
duly registered. Unfortunately, professional 
public accountancy has not reached that stage
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in all of the States, but registration is required 
in a number of instances. I think the right 
kind of regulatory legislation is desirable, and 
that perhaps within the next decade or two 
it will have become more or less general. At 
present most of the states permit anyone to 
style himself as a public accountant who feels 
so inclined. Instances have come under my 
observation where the non-registered man was 
as efficient as the one who was registered, but 
such cases are rare. The general public has 
a higher regard for the ability of the man 
who has been trained for his vocation. His 
credentials are evidence of his having served 
an apprenticeship, and he should be qualified 
to render a better service than one who has 
not been a good student.
Most professions have good, bad and in­
different practitioners, and perh ap s always 
will, but every precaution should be exercised 
to eliminate undesirables and incompetents. 
The public has a right to demand of its serv­
vants value received, and in my opinion regu­
latory legislation will greatly assist in the at­
tainment of that result.
I do not feel that the rights of any voca­
tion should be infringed upon, nor do I think 
one can do justice to more than one calling. 
In this modern age, specialization is almost 
a requisite, and the practitioner should not 
be unmindful of existing co n d itio n s. He 
should pursue his career cautiously, and take 
advantage of every opportunity to place his 
profession upon a higher level. After he has 
spent his time and funds to acquire an aca­
demic and professional education, and has had 
conferred upon him a degree or has attained 
credentials authorizing him to practice, I think 
that he should be given preference over the 
man who has not met these requirements.
W e are confronted by a tendency on the 
part of other than natural persons to enter 
the practice of accounting. These entities take 
the position that their practice is limited to 
one class of clients, nevertheless they are 
reaching into a field and performing activities 
that are an infringment upon a profession. 
Every trading and manufacturing organization 
should have its department of internal audit­
ing and accounting. In fact, I think such a 
subdivision is indispensable, but I do not 
think that the internal staff should undertake 
external practice such as the preparation of 
federal and State tax returns, etc., for institu­
tions other than those in which the parent 
company or firm, or its immediate stockholders 
or partners, are directly interested financially. 
There are instances where this kind of prac­
tice is already in effect, and representatives 
of these bodies are endeavoring to increase the 
clientele by exercising considerable effort to 
induce the clients to discontinue the services 
of professional auditors and turn all account­
ing matters over to them. Such practices are 
not ideal and it seems to me that a remedy 
should be sought. In my opinion the proper 
kind of regulatory legislation would go a 
long way toward accomplishing the desired 
results.
In a neighboring State is one of the most 
active societies that I know about. As a re­
sult the profession has made good progress, 
and it is my understanding that the local or­
ganization is now initiating a move that is 
well worth while. I f  they are successful in 
their undertaking, professional accountancy 
will have reached another mile post.
I am strongly in favor of the right kind of 
professional organization, and I believe this 
is a time when it is obligatory upon every 
registered and accredited practitioner of pub­
lic accounting to support his local and na­
tional bodies. They bring about personal con­
tacts, a better understanding among the mem­
bers, and instill cooperation that cannot be 
accomplished through other channels.
In tern ation al R ecovery
( Continued from  page 460)
France must revise her psychology; Germany 
must seriously endeavor to meet its responsi­
bilities and do everything possible to reduce 
the anti-French spirit among its citizens; 
Great Britain must hold fast to its traditions 
of fair play and we in America must renew 
the idealism with which we entered the war 
and realize that the international dislocations 
by which we temporarily profited cannot be 
permanently retained where they involve in­
justice to others.
When the weight of our force and re­
sources was thrown into the World War, the 
issue was settled, and victory for the allies 
was assured. If  we throw in the weight of 
our constructive leadership now, world re­
covery will take place rapidly. I f  we wait 
until November it may be too long.
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I n v e s t o r s — U s e  Y o u r  M i g h t y  P o w e r *
By Louis G u e n t h e r , Publisher, The Financial World
THE INVESTORS PLATFORM 
It  Sh o u ld  In c l u d e
I. Public Directors.
II. Independent Audits.
III. Standardized Reports.
IV. Constructive Trading Reforms.
V. Independent Protective Committees. 
VI. Full Publicity on Security Offerings. 
The need and purposes of these reforms 
are more fully detailed in the accompanying 
article.
M A N Y of the troubles that have beset the 
investment situation in the last few 
years are not directly chargeable to the de­
pression. They are outcroppings of the neg­
lect of investors to properly safeguard their 
own interests. This they have left to others 
to attend for them. As a result of this laissez- 
faire spirit, abuses that could have been 
checked if  taken hold of in time have been 
permitted to germinate just as toadstools will 
sprout about the trunk of a tree if  not kept 
free from fungus growth.
In a spirit of cold self-analysis, investors 
should realize this stern fact if  in the future 
they are to succeed in strengthening their 
position. In the end they will get much 
further than by bleating into the wind with 
recriminations and railing at abuses. All that 
anyway is in the past. Errors that have al­
ready been committed often cannot be recti­
fied. What they should now think of is the 
avoidance of the possibility of repetition. It 
is in their power to eradicate the principal 
cause by calling a halt to absentee ownership 
in the businesses into which they have placed 
their capital.
It is high time that investors did this.
*The May issue carried an article by one of 
our members, Boris Baievsky, on “Depression 
and Shareholders.” Some of the ideas there de­
veloped are similar in principle, if not in detail, 
to those brought out by the publisher of The  
Financial World in an article appearing therein 
in the July 27 issue, which we are reprinting 
by permission of Mr. Guenther. This is a ques­
tion about which certified public accountants 
should be alert.
D ec la ra tio n  o f  P r in c ip l e  N o t  E n o u g h
But this declaration of principle is not 
enough to cure the evils of absentee owner­
ship. It must be firmly backed up by the 
authority vested in the legal rights of in­
vestors.
Under our modern corporate system, which 
is but an evolution of our capitalistic order, 
its control and management is not centered 
in any minority but reposes in the great ma­
jority represented by the widely diffused se­
curity ownership which has been a natural 
development, for our commerce and trade 
never could have attained its present large 
scale without it having been financed by the 
wealth of our people.
Yet what do we find? W e find this tower 
of wealth resting on an inverted base. An 
analogy that would more pertinently fit this 
illustration is that of a powerful mastiff al­
lowing himself to be directed by his tail. 
Instead of taking that proprietory interest in 
their properties that is inherent in actual own­
ership, investors leave it to directors and offi­
cers to control their affairs though in numer­
ous instances these managers own but a tithe 
of the capital involved.
Under these lax conditions it is not always 
quite fair to hastily indict a minority control 
for all the faults that have permeated into 
the management of corporate affairs, for it is 
but human nature to assume an imperialistic 
attitude when no proper checks or balances 
are imposed. Human frailties are bound to 
develop in any enterprise when those most 
interested in its success neglect to pay any 
more attention to it than putting their money 
into it and withholding their cooperative ef­
forts.
Taking everything into account, by far and 
large, the majority of our corporate manage­
ments are intrinsically honest. Moreover, they 
would welcome constructive help from the 
owners of the property, instead of resenting 
it. In most instances of error in management 
that have taken place investigation has re­
vealed that they have resulted from mistakes
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in judgment rather than from any intentional 
design to take advantage of sleeping owners.
Yet many of these faults can be eradicated 
by a closer alliance between management and 
security owner if the latter could be stirred 
into aggressive action.
How is that to be done?
It can be done only in one way, and that 
is by the coordination of investors’ interests.
To protect their rights to the fullest extent 
and bring forth the very best there is in 
American business management, the superi­
ority of which is already acknowledged the 
world over, investors throughout the nation, 
both individual and institutional, must as­
semble their power and authority into a con­
crete driving force and direct its potent en­
ergies towards the safeguarding of the integ­
rity of their securities.
Investors must even go a step further; they 
must be prepared to encourage honest and 
constructive management and firmly resolve 
to root out the opposite type, management 
that will not stand four square on the golden 
rule of business ethics.
A  N e w  E ra  fo r  A m er ic a n  Sec u r ities
If  that goal is attained, a new era will un­
fold for American securities. Its good effects 
and its constructive results would reverber­
ate throughout our investment structure and 
would find its repercussion in higher stand­
ards in our corporate structure.
All that is required to bring this new era 
into being is the crystallization of opinion as 
to its need among our 20,000,000 stockhold­
ers and 10,000,000 bond owners, and then 
formulate that opinion into a central organi­
zation under an aggressive, independent, and 
militant leadership.
Under such guidance the day of the sleep­
ing investor would be a thing of the past. 
But the problem is to bring the host of our 
security owners to a realization of the great 
power they control. How can this lion be 
awakened? If  investors could only be aroused 
to the potent force they can exercise, many 
of the leaks through which, in the past, their 
capital has been allowed to seep away, could 
be effectually plugged up.
To the master belongs the authority to 
rule. Yet that scepter of control is not wielded 
by our investors, though they control the
bulk of our accumulated wealth. Instead of 
being the master of their possessions they 
find themselves but the creatures of it; in­
stead of displaying strength, they play the 
part of weaklings. Hence it is not at all sur­
prising that they find themselves the least 
protected when they should be the most pro­
tected, and in consequence there has been un­
folded a drab record of disheartening hap­
penings to American securities in the past 
three years. This has been largely the result 
of the utter absence of cooperation among 
investors.
Considering that in combination, Ameri­
can investors could be more powerful than 
any body of human beings banded together 
in a common purpose, they are now the least 
organized. In this respect they stand forth 
like a herd of sheep in contrast to other 
professions.
In every other walk of human life the law 
of cooperation prevails. Every important pro­
fession and industry, and even labor, has de­
veloped its own organization to champion its 
cause, ever prepared and ready to fight in 
public and in legislative councils against un­
fair attacks from without and battle for re­
forms from within. Investors alone are the 
exception. Until they gird themselves with 
the armor of coordinated action, they will 
continue in the supine position in which they 
now find themselves.
It has been contended that, because of the 
widespread diffusion of their interests, it is 
futile to bring about coherent action among 
investors. It has been said that it would 
prove difficult to create for it the proper 
leadership. But these contentions are more or 
less academic. The proof of impossibility 
must still be demonstrated.
W ith the necessity of greater self-protec­
tion being forced upon investors by the re­
sults of the last three years, they now im­
pressively realize the importance of mobilizing 
their forces and providing leadership which 
is constructive, militant, fearless, indepen­
dent and unbiased. It remains solely for in­
vestors on a large scale to indicate their de­
sire for cooperation, to find the proper lead­
ership to serve them.
For one, the writer holds that if the mes­
sage can be conveyed to the investors that 
they can serve their interest most when they 
muster themselves into a compact associa­
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tion, they will be most eager to enroll under 
this protecting banner.
In the final analysis of what can be done 
to secure the maximum protection for Amer­
ican securities, the problem is not so much 
whether or not our investors can be mobilized 
into a well-formed army as it is to find some 
adequate means by which this goal can be 
reached, for no permanent improvement in 
the standards of our security values may be 
expected unless some strong wall of defense 
is built about them. That is the paramount 
issue. There is no other investors confront 
and which finally they must adopt.
Ca n  Su c h  A n O rg an izatio n  B e  
F in a n c e d ?
Whenever organization am ong investors 
has been discussed, the issue also has been 
raised that they are in no position success­
fully to finance a powerful protective organi­
zation of their own for the reason that they 
are too widely separated, and because of this 
handicap control of their properties will con­
tinue to remain under the dominance of in­
trenched minority management. This conten­
tion is nonsensical and can readily be torn 
apart by cold facts.
In refutation of this claim one need only 
point out that if  it were possible to induce 
but one-tenth of the 20,000,000 stockholders 
and 10,000,000 bond owners to subscribe one 
dollar per annum to the support of an or­
ganization of their own, such support would 
provide a war chest for common defense of 
more than $3 millions a year; a war chest 
much larger in fact, than could be commanded 
by any other organization. There is no in­
vestor however limited is his possessions who 
could not, to his great advantage, contribute 
this small sum. Napoleon claimed that a vic­
torious army is the army that travels on a 
well-fed belly. Imagine how well-fed our 
investors’ army would be if  properly organ­
ized. For that reason no concern need be ex­
pressed concerning the source of the necessary 
funds to support an investors’ organization.
More concern would be felt in the employ­
ment of this possible war chest to produce 
the best results. It is in this connection that 
the most serious thought would develop. This 
consideration arouses a preliminary discussion 
anent an intelligent program of action that
would provide the arena of activity for an 
investors’ organization once it is formed; a 
program that would justify the ability of our 
investors to look after their property intelli­
gently without having to lean on other 
shoulders.
To provide themselves with a comprehen­
sive and workable program, they could profit­
ably draw on the structure which firmly knits 
together well organized political parties. Like 
such a party, their organization must have a 
fixed plan by which to chart its procedure. 
This implies a well formulated platform; a 
platform free from selfish aims, and construc­
tive in the broadest sense; one which would 
dovetail easily and readily into the functions 
of constructive, capable and honest manage­
ment, a platform that would resolve itself 
into a spur to bring forth those vital elements 
most quickly responsive to capital’s ability to 
increase itself instead of placing barriers in 
its way to legitimate growth.
A tentative platform of this kind could 
conceivably shape itself along the outline in­
dicated. That platform is comprehensive and 
pursues a broad line of non-interference with 
the legitimate function of business. If  a plat­
form of this character could be welded into 
our financial and corporate structure, it would 
justify the existence of an American invest­
ors’ association even if  it accomplished noth­
ing more.
There is proposed in this platform no 
recommendation inimical or of a restraining 
nature to legitimate and capable management 
of business or industry. It merely provides 
proper checks and balances. However, an 
association bent upon the adoption of such 
a platform as is proposed here would have 
to realize that its enforcement could not be 
left to voluntary action, but would have to 
insist upon the passage of mandatory statutes 
to compel allegiance to its provisions.
To outline more pertinently the reforms 
designed to accomplish by this proposed plat­
form for whatever guidance it would afford 
investors, there would be:
1. P u b l i c  D i r e c t o r s : Such directors 
should be selected by the security owners un­
der provisions of properly formed laws. The 
services of such directors should be paid for 
by the corporations, and their attendance at 
every directors’ and stockholders’ meeting 
should be made compulsory. They should
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act in an ex-officio capacity, possessing no 
voting power as applied to the actual opera­
tion of a business, but vested with the author­
ity to hold up any financial transaction in­
volving the financial structure of the business 
in which the interests of the security owners 
are involved until the latter have the oppor­
tunity to vote upon its adoption or rejection. 
Such directors, in the interest of the share­
holders, should have full access to current 
figures on earnings and finances, with author­
ity to impart this information to any stock­
holder upon request. W ith such a check in 
the possession of security owners, secret and 
inside dealings that have been the cause of 
so much justifiable criticism could be effec­
tively eliminated in the future.
2. In d e p e n d e n t  A u d i t s : Independent 
audits prepared by certified accountants that 
will guarantee accurate information to secu­
rity owners shou ld  be m ade compulsory. 
Their expense should be defrayed by the 
corporations. The auditors should be desig­
nated by the stockholders themselves, and 
their audits should be frequent enough to 
keep security owners fully informed of the 
current operations of their businesses. That 
is one intelligent way to prevent insiders from 
manipulating securities to the disadvantage of 
their owners.
3. Standardized  R e p o r t s : T h e issuance 
of corporate reports clear enough and detailed 
enough to insure accurate interpretation to 
every security owner should be required. Such 
reports would preclude the lumping of cer­
tain vital details under a meaningless head­
ing so they can be made to tell a story dif­
ferent from what the actual facts represent. 
Cash and negotiable securities should be kept 
in a single item, and inventories listed at their 
current worth predicated on the then pre­
vailing market prices, with separate mention 
made of their actual cost. The actual net 
earnings should be set forth with non-recur­
rent profits segregated. Reports should be 
proof against juggling for the purpose of 
window trimming.
4. T rading  R e f o r m s : W ith what amounts 
to the tacit consent of our security owners, 
because of the indifference cultivated by a 
long period of unusual profit making, trading 
methods have been allowed to grow up that 
have certainly not conformed to the best in­
terests of the investing public. Such trading
methods include pool operations, bullish and 
bearish in character, and manipulation of se­
curities to bring about artificial valuations, 
and which finally end in losses to investors 
that could be prevented if checked at their 
inception. Such operations could be better 
controlled and their evils greatly vitiated if a 
powerful investors’ organization existed to 
protest against them. As security owners are 
the final repository of the securities, every 
other interest is subservient to them.
5. R eo r g a n iza tio n s : W h en  banded to­
gether in a common purpose, our investors 
could readily control the machinery for the 
reorganization of their corporations instead 
of assigning this salvage work to outsiders 
who jump into the breach quickly whenever 
a corporation finds itself in financial difficul­
ties, and organize committees more for their 
own individual profit than for the protection 
of security owners. This method of reorgani­
zation has become quite a racket in recent 
years and unfortunate security owners in­
volved in these tangled nets are compelled, 
for their own protection, to dig into their 
resources much deeper than the actual cir­
cumstances warrant. There is considerable 
room for reform in reorganization work.
6. F u l l  P u b l ic it y  o n  Sec u r it y  O f f e r ­
in g s : If  investors were compactly organized 
they could insist upon (and their wishes 
would meet with prompt compliance) full 
publicity concerning security offerings, em­
bodying all the essential details connected 
therewith, such as compensation received by 
the underwriters for the sale of the securi­
ties; the net amount realized by the corpora­
tion from the sale; the purpose of the issue, 
and the actual financial conditions of the 
business at the time of the offering.
The above is a brief outline of what could 
be considered a well rounded program of 
work on which an investors’ organization 
could consecrate its activities once it had as­
sumed definite form. Even if  it needs certain 
refinements, it provides a starting point with 
a well defined goal of achievement for its 
guidance.
Here is a program that should serve our 
investors with a rallying post around which 
to gather and muster their strength. Here is 
a point of contact that calls for them to en­
list their common interests.
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T A L K I N G  S H O P
A Department Conducted by L. GLUICK, C. P. A.
Duncan MacInnes, being chief accountant 
for the City of New York, must be quite ac­
customed to seeing his name in the papers. 
But he made the headlines of the Evening 
Post on July 9 not as a C.P.A. but in the 
role of the head of the Order of Scottish 
Clans, embarking for an excursion on the 
S.S. Caledonia, 1,200 strong. The Scottish 
flag was hoisted to the masthead by his 12- 
year-old grandson Duncan Reid.
C o -O pe r a t io n  W ith  t h e  A r m y  an d  N avy
During the Japanese war scare last winter, 
a group of Shop Talkers discussed the pos­
sible need for active cooperation with the 
Army and Navy. The scare passed away but 
the idea of preparedness lingered; and in due 
course a couple of officers of the New York 
State Society proposed that the Committee on 
Public Relations, of which George Auld is 
chairman, expand itself to include a sub-com­
mittee on the Army and another on the Navy.
The idea was received with favor, but 
voted down as being a national concern 
rather than State. Accordingly, Mr. Springer 
established contact with the Bureau of Sup­
plies and Accounts of the Navy Department, 
represented by Commander Knapp. Memo­
randum proposals have been exchanged, and 
it is hoped that at Indianapolis a high officer 
of the Navy will discuss the matter before 
the convention.
The possibilities for mutual helpfulness 
are almost inexhaustible, but they will be 
built on a framework as follows:
I. Exchange of information between C.P.A’s 
and officers of the Navy charged with ac­
counting duties. Officers to be admitted to 
State and chapter meetings.
II. Building up among the younger Certi­
fied Public Accountants a group of Ensigns 
in the Supply Corps reserve, instantly avail­
able in time of national emergency.
III. Creation, at accredited Schools of Com­
merce, Accounts and Finance, of a Supply 
Corps R.O.T.C., students being rated as 
petty officers until after graduation, when, if
qualified, they may be given warrants or com­
missions.
Negotiations with the Army for a similar 
liason with the finance division of the Quar­
termaster Corps have not progressed far, but 
we hope to have Colonel Carter tell us some­
thing about it at Indianapolis.
The soundest, most satisfactory decision 
we have seen in a long time was handed 
down by the Circuit Court of Appeals for 
the Second Circuit on July 5th. It completely 
reversed the B.T.A. in the 379 Madison Ave­
nue case, in admirably clear language; set­
tling what is, in our opinion, just about the 
worst verdict the B.T.A. ever handed down. 
That is not saying so much, because in the 
vast majority of cases we concur with the 
Board. Not that the Board cares whether we 
do or not.
A curious error crept into the decision in 
the Young case, U. S. Circuit Court for the 
ninth district. Judge James refers to the 
Board of Tax Appeals as Federal instead of 
U. S. Or is the printer at fault?
For a little very human interest, see the 
case of Hattie Wolff, B.T.A. docket No. 
37783, July 1st. Also the F. & M. Bank of 
Catlettsburg, Kentucky court decision, revers­
ing 20 B.T.A. 6 2 2 . Circuit Judge Hicks con­
cludes his decision with: "One may be re­
compensed for an injury but it is a rare case 
in which one should have a profit out of it.”
Maybe you also have been honored by a 
Chicago C.P.A. writing to you with a re­
quest that you express your views on the 
question of whether a C.P.A. may ethically 
be a director and auditor of a corporation. 
The Shop Talkers have discussed the matter 
thoroughly and the result is a draw, but in 
order not to cramp the style of our inquirer 
we are making no report of the conversation, 
in hopes that he will publish the results of 
his research in this Shop.
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A recent article in our quarterly contem­
porary the Accounting Review made reference 
to "the obsolete trial balance of totals.” W e 
object. It is not obsolete; there is no reason 
why it should be. It does not commend it­
self to everyday use; it should not. But it 
has its uses as we know from several experi­
ences with i t ;  and when it is needed, noth­
ing will take its place. Our physician tells 
of how modern medical students sometimes 
have to travel long distances or wait years 
to see a case of smallpox. Is that any reason 
why the study of the disease and its care 
should be dropped from the curriculum of 
medical schools? Certainly not. W e haven’t 
used the trial balance of totals in three years; 
we have used it not more than six times in 
our career. Is that any reason why we should 
have been left in ignorance of its existence? 
It deserves proper mention in any complete 
textbook. _______
T h e  M ost E mbarrassing  M o m e n t
A large firm of C.P.A’s had as a client a 
bank. The essential feature of a bank audit 
is that every cage be covered simultaneously. 
Even the very largest firms cannot do this 
with permanent staff. Therefore they keep 
lists of reliable extra men; usually free lance 
C.P.A’s, calling on them as needed. In the 
very midst of the bank audit two detectives 
came in with a warrant for the arrest of one 
of the extras. He was a man with good ref­
erences; his work as an auditor was beyond 
reproach. The charge was an old one; his 
guilt was doubtful and did not arise from 
any auditing or accounting work he had done. 
Yet the embarrassment of the audit firm may 
be easily pictured. And it lost its client. Un­
reasonable; unjust! But it happened. The 
case got into the local papers; the bank di­
rectors felt that the bank had lost face; there­
fore fired the auditors.
W e do not expect anyone to equal let 
alone surpass this episode. But we still want 
to hear about your discomfitures.
The Accountants Club of America, Lexing­
ton Avenue at 49th Street, New York City, 
gets out a monthly house organ entitled the 
Work Sheet. It satisfies the demands for a 
New York gossip column, which accordingly 
will not be included in this Shop. For a 
specimen copy of the Work Sheet and sub­
scription rates, address the club.
T h e  Sh o p  T a l k er s
"Kid, what are you grinning about?” said 
Blank.
"I saw a pretty girl,” replied the Kid.
"W hat’s so unusual about that?” said Sin- 
bad, "even in New York there are some 
goodlookers.”
"Yes, but not like this one,” said the Kid.
"Tell us about it,” said Oldtimer.
"Try to stop him,” said Blank. So the Kid 
continued.
"Dash and I had to make a little audit 
this morning; tiny set of books kept in a 
lawyer’s office; rudimentary but neat and ac­
curate. Kept by the lawyer’s secretary; one 
peach of a looking girl, both face and figure. 
Pretended to be much scared of us C.P.A’s. 
Very cute. All of which was not unique. 
But at the end her boss told us that she was 
not only a Phi Bete, but had been valedic­
torian of her class at Jones College. Now let 
anybody tell me something about 'beautiful 
but dumb’ !”
"Why don’t you marry the girl, since she’s 
so attractive?” queried Sinbad.
"You would ask that,” retorted the Kid, 
"a hardened old bachelor like you. But I ’ll 
tell you, anyhow. She’s already wearing a 
chunk of ice on the left hand and I don’t 
have to be a detective to know that just as 
soon as this depression is over the lucky guy 
who gave it to her will foreclose his lien, and 
the lawyer will have to get him a new 
secretary.”
"So you think the depression is going to 
end?” said Blank.
"Certainly,” interrupted Oldtimer, "and it 
won’t be long now. Just read your history 
of the panic of 1893 if  you don’t rely on my 
memory.”
"W ell, then, what is the matter with busi­
ness?” asked Dash.
"Too many people in it,” answered Old- 
timer.
"W hat do you want to do; kill off a few 
million?” queried Dash.
"No, just have a little birth control,” said 
the Kid. "Old Malthus was right and I think 
Oldtimer is too, this time. What I ’m waiting 
for is the particular case he has in mind just 
now to prove his theory.”
"Let’s go,” said Blank, and Oldtimer began.
"This client of ours has just ended its fiscal 
year, with profits only a shade below its
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record; after raising, I repeat, raising most 
of its salaries and cutting none. That sounds 
incredible, but it’s so. When a report like 
that comes to me for signature I look for rea­
sons. And I didn’t have to hunt far. This 
outfit is one of seven in the country and the 
only one in this State. During the first few 
years of its existence it had a precarious time; 
there was small demand for its product. For 
the last three years the only thing that has 
prevented it from doubling its production 
was its inability to get funds to build an addi­
tion to its plant. Its entire product is already 
contracted for for next year, and now they are 
negotiating for suitable rental space to take 
care of the overflow.
"Why is this? Simply because there are 
not too many people in its line; there is no 
competition with potential overproduction 
and the marginal producer who goes ahead at 
any price, disregarding costs. And quality. 
Everyone who comes in contact with its 
product admits the superiority of the present 
article as compared to the original; it more 
than justifies the increase in price.”
"That’s just an example of monopolistic 
economics,” said Dash. "Anyone can make 
money with a monopoly.”
"You’re wrong,” said the Kid. "Monopoly 
or no monopoly, you must have a demand 
and satisfy it. What good would a monopoly 
on whale oil lamps do a man nowadays?” 
"Bullseye,” said Sinbad. "But what I don’t 
understand, Oldtimer, is why, since there is 
this excess demand, some one else does not 
start competition? It would seem reasonable.” 
"That,” said Dash, "is the trouble with 
business today. Granted that there are too 
many people in most lines; those who are in 
and deserve to stay in can’t get the needed 
funds from the banks at any price. The really 
weak sisters have been pretty effectively weed­
ed out by now; any that have survived so far 
must be inherently strong enough to justify 
confidence for loans.”
"Yes,” said Sinbad, "but take this case of 
mine. Here is a man who made money 
through thirty and thirty-one and has not lost 
a crushing amount this year. He has more 
cash in the bank now than ever since I ’ve 
been auditing his books. And he can’t use it. 
The demand for his commodity has fallen 
away to the vanishing point. Naturally he 
won't buy a big inventory of stuff he can’t
market. So his funds lie idle.”
"W hy,” said the Kid, "can’t you intro­
duce him to Oldtimer’s prosperous client 
who needs funds?”
"Not so fast, Kid,” said Oldtimer. "Sin­
bad’s man is an active business man who 
wants occupation for himself as well as his 
money. In other words, he wants to manage 
the business himself. Am I right?”
"Certainly,” said Sinbad. "And he’d be a 
fish out of water in any line but his own. 
Last year he advanced a few thousand to a 
company in a kindred line and he’s been wor­
ried about it ever since.”
"Then it’s up to the bank to loan his money 
and all the rest. That is what banks are for,” 
said Dash.
"Kee-rect,” said the Kid. "But we must 
wait till the election is over. See you in In­
dianapolis!”
This Shop will be closed in September for 
inventory, alterations and the proprietor’s va­
cation at Indianapolis. It will reopen in Oc­
tober with a new stock of material under the 
same old management. Your continued pa­
tronage is respectfully solicited.
YO U  ASK ME W H O  I AM, AND I SHALL 
TELL YO U  
I am the cheapest thing in the world. 
W ith me, men have felt within them the 
power to move mountains— to fly the air as 
birds— to gain the wealth of Croesus.
I am the Secret of Happiness. Without 
me the years are but a menace; old age a 
tragedy.
I offer myself to you and you do not heed. 
I bide my time. Tomorrow you will come 
begging, but I shall turn aside. I can not—  
I will not— be ignored.
I am the sunlight of the day; the star- 
dotted heaven of the night.
I hold your future in the hollow of my 
hand.
I can make of you what I will. I am the 
Door of Opportunity— the Open Road to the 
Fairyland of Dreams.
I am the most important thing in the 
world— the one thing without which all else 
is impossible.
You ask me who I am and I shall tell you: 
I am GOOD HEALTH.
Life Extension Institute.
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Q u e s t i o n s  a n d  A n s w e r s  D e p a r t m e n t
E d it o r , W. T. S u n l e y , C.P.A., Educational Director 
International Accountants Society, Inc.
A VERY practical type of problem that 
appears frequently in the C.P.A. ex­
aminations is the one requiring the calcula­
tion of a manager’s bonus based on the net 
profit after deducting the federal income tax. 
Since the bonus is deductible in calculating 
the net income tax, it is necessary to work 
with an unknown quantity. Algebraic solu­
tions are probably favored by most candi­
dates since the problem is easily solved by 
one who understands elementary algebra.
Although such a problem is not difficult 
in its simplest form, many conditions often 
arise in actual practice to make the problem 
quite complicated. Such practical conditions 
are sometimes introduced into the problems 
presented at the C.P.A. examinations. A 
good example is the problem given in The 
American Society of Certified Public Ac­
countants’ Examination Service for the May, 
1931, examination, which is published on 
page 311 of the October, 1931, issue of 
T h e  C ertified Public A c c o u n t a n t  as 
Problem 10.
Since we have had several requests for a 
solution of this problem, we are presenting 
it in this issue.
The problem is unusual in several respects; 
it deals with two bonuses, one of which is 
based partially on the net sales; it deals with 
an estimate of the net profit for one year, 
and the recomputation of the net profit for 
a previous year in order to place it on a com­
parative basis. Undoubtedly it represents con­
ditions met by a practitioner in an actual 
case.
The solution presented here follows a 
short path to the answer. Some candidate 
might select a longer path by selecting x to 
represent the net profit before deducting the 
Federal Income Tax. It can be worked on 
that basis but such a method complicates the 
calculations unnecessarily. A recognition of 
the fact that the tax of 12% is 1 /8  of the
net income before the tax, that the net profit 
after the tax is 7 /8  of the first amount, and 
that 1/8  is 1/7 of 7 /8 , furnishes an easy tool 
to simplify the calculations.
Similarily in the second part of the prob­
lem, the part of the Vice-President’s bonus 
based on the net sales could also be included, 
but this, too, unnecessarily complicates the 
calculations.
S o l u t i o n
(a) Estimate of 1931 N et Profit 
after deductions:
Let x =  net profit after deductions.
10% x =  President’s bonus 
$6,000 +  5% x =  Vice-President’s bonus 
(Net Sales estimated $3,000,000. 1/5% 
thereof is $6,000.)
x
-  =  Federal Income Tax
7
The net profit before deductions is 5% of 
estimated Net Sales, which is $150,000. 
Then:
x
X =$150,000-10% x -  ($6,000 +  5% x) -  -
7
x =  $144,000-.15 x -  -
7
7 x = $ l,008,000-1.05 x - x
9.05 x =  $1,008,000 
x =  $111,381.22
(b) Recomputation o f N et Profit for 1930: 
(Assuming Federal Income Tax rate of 12½%).
Net Profit after all deductions ....$140,800.00
President’s bonus 10% .................  14,080.00
Vice-President’s bonus 5% ........
(The part of this bonus based 
on net sales will remain the 
same and need not be taken
into the recomputation) ..........  7,040.00
Federal Income Tax:
12
— of $140,800 ..........................  19,200.00
88 -------------
Net Profit before deductions ...... $181,120.00
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Following equation shown in (a) : 
x
x =  $181,120.00-.15 x  -  
7
7 x  =  $1,267,840.00 -1 .05  x  -  x
9.05 x =  $1,267,840.00 
x =  $140,092.82
P ro o f
(a) The tax is 1/7 of $111,381.22 ....... $15,911.60
Profit before ta x :
$111,381.22
15,911.60
$127,292.82
12½% thereof ....$ 15,911.60
The President’s bonus is 10% of
$111,381.22 .................... ............. 11,138.12
The Vice-President’s bonus is one- 
half $11,138.12 =  $5,569.06
Plus $6,000 .........................  11,569.06
Deductions ............................... $ 38,618.78
Net Profit before deductions ....... $150,000.00
Less: Deductions ...........................  38,618.78
Net Profit after deductions ......... $111,381.22
(b) The tax at 12½% is 1/7 of
$140,092.82 ............................... $ 20,013.26
Profit before ta x :
$140,092.82
20,013.26
$160,106.08
12½% thereof ....$ 20,013.26
The President’s bonus is 10% ....... $ 14,009.28
The Vice-President’s bonus is 5%
(The part based on the net 
profit) .........................................  7,004.64
Deductions........................... $ 41,027.18
Net Profit before deductions ..... $181,120.00
Less: Deductions ...........................  41,027.18
Net Profit after deductions........... $140,092.82
T h e  S o c i a l  M i s s i o n  o f  H u m o r *
By G e o rg e  H a r r is  W e b b e r
H UMOR serves a very definite place in 
the economy of life. It has a real social 
function and to appreciate that fact is to have 
at one’s disposal an efficient tool. There are 
several functions of humor, but I shall con­
fine myself to the discussion and illustration 
of four functions of the social mission of 
humor.
W e should keep in mind that humor is a 
stimulus that provokes the response, laughter. 
Laughter is the resultant of a social stimulus 
directly given by one person to another or by 
the intermediary of the printed page, or 
memory recall. The more intense reaction 
comes from the personal element. When we 
understand that the basis of the joke is that 
of being tickled, we can readily understand 
why one does not laugh alone. An old adage 
says laugh and the world laughs with you, 
snore and you sleep alone. You laugh be­
*From Social Science for April, 1932. Mr. 
Webber is head of the Department of Education 
and Psychology, Georgia State College for 
Women.
cause of the unexpected jab in the ribs, figu­
ratively speaking. The unusual twist to an 
old familiar statement provokes laughter, 
which is equivalent to an effort being made 
to poke one in the ribs and suddenly with­
drawing without continuing the act. This 
produces a laugh because of the feint. The 
social environment then is almost a necessity 
as a basis for humor. In reality humor may 
be said to be "much ado about nothing” in 
the social environment.
W e may say that the first mission of humor 
is to integrate the group into like-mindedness, 
this coming about through a community of 
interests produced by the joke or story focus­
ing attention on the common factor of imagi­
nary discomfiture, or we could say that we 
are all in the same boat, we float or we sink 
together. By analogy we arrive at the subtle 
conclusion that we are all brothers under the 
skin.
The second element of humor is its power 
to show ourselves to ourselves. Humor can 
be a real mirror in which we see ourselves
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as we are. Emil Ludwig says, " It is the anec­
dote that best defines personality.”
W e see how ridiculous our friends appear 
in a certain situation and in imagination 
we see ourselves in a like situation, hence we 
are a little more sympathetic with the short­
comings of our friends. As Shakespeare 
says, "To hold as ’twere the mirror up to 
nature,” or we could say that to hold the 
mirror up to human nature is an important 
function of humor.
The third important element of humor is 
its power as a deterrent. I f  we possess imagi­
nation enough to see ourselves in some ludi­
crous situation we are immediately deterred 
in the consummation of the act. No one likes 
to be laughed at, hence, he is prevented in 
doing the thing that would place him in an 
awkward position. A sweet young thing kept 
smiling to herself, when her doting swain
asked, "Thinking of me, dearest?” she replied, 
"Was I laughing? I am so sorry.” "W e 
laugh not only at people, we also laugh with 
them.” So humor may be kind or unkind 
from the social as well as the individual view­
point. Humor is a great inhibitor.
The fourth element of humor is its power 
as a thorough therapeutic agent. Humor pro­
duces laughter and laughter releases the emo­
tional strain. Laughter is man’s safety valve 
and through humor he exercises this gift, thus 
releasing pent-up emotional accumulations, re­
lieving many tense moments and situations. 
When we reach the point that we can laugh 
at our own foibles, we have reached a high 
intellectual plane. It is a great soul that can 
accept humor for what it is worth, especially 
if the joke is on him. Our reaction to humor 
is a good index to our emotional growth and 
development.
M e r i t s  a n d  D e m e r i t s  o f  a  S t a t e  I n c o m eTax*
By R ey n o l d  E. B lig h t , C.P.A., Los Angeles, California
W ITH IN  the brief limits of twenty min­
utes it is impossible to discuss fully a 
subject as intricate and extensive as the in­
come tax. All one can hope to do is to touch 
upon some of the salient features. My duty 
today, as I understand the subject, is not to 
offer any opinions of my own but to discuss, 
in rather an academic way, the arguments ad­
vanced in favor of and in opposition to the 
income tax.
California has never looked with favor up­
on any form of income tax. There seem to 
be special reasons appealing to the popula­
tion of this State that to the present time 
have militated against the adoption of such 
a tax. An amendment to the constitution is 
now pending relating to the support of 
schools by which the burden will be shifted 
from the local county to the State and in
*An address delivered before the School of 
Citizenship and Business Administration at the 
University of Southern California, Los Angeles, 
June, 1932.
order to raise the additional revenues re­
quired it is proposed to institute an income 
tax. This amendment will be voted upon this 
fall.
Proponents of the income tax allege that 
it is preeminently an equitable tax, based up­
on ability to pay. Sir Josiah Stamp, Eng­
land’s famous economist says: "the. . .prin­
ciple of 'ability to pay’, or the faculty prin­
ciple, is now almost universally recognized 
as the only satisfactory one for apportioning 
the tax burden.” A century ago Adam Smith 
summed up his historic four maxims of taxa­
tion in the words: "the subjects of every 
State ought to contribute toward the support 
of the Government as nearly as possible in 
proportion to their respective abilities; that 
is, in proportion to the revenue which they 
respectively enjoy under the protection of the 
State.” An income tax, it is asserted, con­
forms to this principle.
An income tax is a direct tax, and those 
who favor such a method of imposing taxes
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find in this fact a strong argument in its 
favor. Indirect taxation, undoubtedly, is open 
to grave objections. Let the taxpayer know 
exactly what he pays for the support of his 
government and he is more likely to take a 
personal interest in the fiscal affairs of gov­
ernment, much more so than if his taxes are 
taken from him painlessly and unconsciously.
Under an income tax levy comparisons of 
all kinds are made easy. This feature is of 
more than statistical or academic interest. 
Comparisons between taxes paid by various 
taxpayers, various industries, various sections 
of the country, various classes, are all readily 
determinable. The advantages of such a tax 
are obvious.
The taxpayer is enabled to compute his 
own tax. This characteristic is of tremendous 
importance to financiers in anticipating the 
needs, and incidentally the expected profits, 
of new enterprises. It is also of significance 
to managers and directors in determining 
surpluses from which dividends are to be 
paid. If  a difference of opinion arises be­
tween the taxpayer and the governmental as­
sessing and collecting agencies the issues are 
readily defined, and the taxpayer is enabled 
to make intelligent representations in defense 
of his position, if he feels himself unjustly 
taxed.
An income tax is easy to compute, so it is 
alleged. The factors entering into its com­
position are definitely defined.
Above all, its proponents point as a final, 
convincing argument, to the successful work­
ing of the income tax law in connection with 
the Federal government, and as a State reve­
nue producing method, in New York, Massa­
chusetts and other states.
On the other hand, opponents of the in­
come tax take direct issue with every one of 
these arguments. The income tax, they de­
clare, is a highly complicated taxation method. 
They direct attention to the fact that although 
the Federal government has been using the 
income tax for a comparatively short period 
it has been completely revised no less than 
eight times, each time changes were made of 
a fundamental character, the effect of which 
was not only to completely overthrow all pre­
vious rules, regulations, court decisions and 
methods of procedure, but to cause a consid­
erable disruption of business.
Judged by the working of the Federal tax
the rules and regulations have become highly 
technical, making it necessary for the govern­
ment to organize an army of inspectors and 
auditors and requiring taxpayers to engage 
the services of experts of all kinds, engi­
neers, public accountants, appraisers, actuaries, 
and others.
No matter how carefully the income tax 
law is formulated it has been proved to be 
easily evaded. In 1929 the Legislature of 
California established the franchise tax, ap­
plicable to banks and corporations, computed 
upon the net income. It was provided that 
for the purpose of determining profits all 
assets might be revalued as at January 1, 1928. 
By taking advantage of this provision, a pro­
vision that was logically and fiscally defensi­
ble, the major oil companies of the State es­
caped the franchise tax except for the mini­
mum tax of $25. The success of the oil com­
panies in evading the tax caused a State-wide 
uproar and became a decisive issue in the 
gubernatorial campaign of 1930.
The preparation of the data upon which 
returns are made to the government by the 
taxpayers for the purpose of determining the 
income tax proves exceedingly costly. In de­
termining the amount of the burden of taxa­
tion upon business it is obvious that there 
must be included not only the actual tax paid 
to the government but the expense made 
necessary in the keeping of records, the audit­
ing of the accounts and the expert attention 
in preparing the returns. And in addition 
there is the expense of defending claims 
against what the taxpayer may consider un­
just additional assessments by the govern­
ment. In many instances these extraordinary 
expenses amount to much more than the ac­
tual tax paid.
The claim that the taxpayer can definitely 
compute his own tax, it is asserted, is not 
borne out by the facts, if  experience with 
the Federal Government is to be any guide. 
All taxpayers have had the unhappy experi­
ence of having the government come down 
on them, sometimes years after the tax has 
been computed and the return filed, making 
large additional assessments. The taxpayer is 
never sure, even though he has submitted his 
return in good faith, that he may not be sub­
ject to severe penalties for filing an erroneous 
and allegedly fraudulent return. The burden 
of proof, not only of accuracy in preparing
1932 THE CERTIFIED PUBLIC ACCOUNTANT 489
and presenting the information, but of hon­
esty and good faith, rests squarely upon the 
taxpayer.
The taxpayer never knows when an ad­
verse court decision, or a new ruling of the 
commissioner, may upset all his calculations. 
The State franchise tax on banks and corpora­
tions, to which allusion has already been 
made, was in a most precarious position until 
the Supreme Court of the United States de­
termined whether or not, in computing the 
net income upon which the tax was based, 
there might be included the income from tax 
exempt securities. Had the Supreme Court 
held adversely to the State millions of dol­
lars would have been subject to refund and 
the whole tax method would have been in 
danger of collapse. The law was passed by 
the State Legislature in February, 1929. The 
decision was handed down by the U. S. Su­
preme Court in April, 1932.
There is an element of injustice in the in­
come tax in that the tax may be computed 
on the income of a prosperous year and paid 
in a succeeding year, which may be a year 
of depression and positive loss. Recent events 
offer many and tragic illustrations of this 
fact. The point need not be labored.
The fluctuating value of the dollar is ig­
nored in computing the income tax, and 
therefore a grave injustice may be done the 
taxpayer.
Even the most carefully constructed in­
come tax law does not prevent double taxa­
tion. No income tax has yet been framed 
that scientifically discriminates between cap­
ital and income. Every accountant can give 
instances where the same income, in the ordi­
nary manipulations of trade, has been taxed 
again and again. No one yet has been wise 
enough, apparently, to set up a procedure 
that shall accurately and fairly define net in­
come for tax purposes. Nor has any income 
tax law, in this country at least, clearly drawn 
the line between what has loosely been termed 
"capital profits” and "operating profits.” This 
raises the question too— to what extent should 
the government discriminate between inter­
ests and rent, on one hand, and income from 
the direct application of brains, as in the 
case of service organizations? Great Britain 
did not tackle this problem until its income 
tax had been in operation for a century.
Opponents of the income tax also point to
the Federal Government to illustrate and to 
prove that the administration of an income 
tax is costly; increasingly costly and compli­
cated as the years pass.
From the standpoint of the government, 
revenues from the income tax are uncertain, 
although government expenditures increase. 
Federal income taxes collected in California 
in 1930 amounted to $61,500,000. In 1931 
the collections from this source amounted to 
$43 ,700 ,000 . In the present year (1 9 3 2 ), 
based upon collections to date, the revenues 
will only amount to approximately $23,000,- 
000. The revenues from the State franchise 
tax, so the franchise tax commissioner de­
clares, have fallen off this year in excess of 
thirty-two per cent.
Excessive income tax drives capital into 
tax exempt securities. This diverts capital 
from productive business and at the present 
time is adding greatly to the difficulty of 
business recovery. It is stated that over thirty 
billions of dollars are invested in tax exempt 
securities.
As against a State income tax, it is pointed 
out that an income tax drives capital out of 
the State, and consequently home industries 
are penalized. This is of great importance 
in a new State like California where indus­
try must be encouraged. A related contention 
asserts that an income tax would discourage 
people of wealth from making their homes 
here. This argument is especially potent in 
California, for obvious reasons.
Let it be said again that the discussion 
herein does not necessarily reflect the per­
sonal opinions of the speaker. He has tried 
to do, in the brief time allotted to him, what 
he was requested to do— give a cursory re­
view of the salient arguments for and against 
the income tax. Perhaps a more constructive 
and more helpful paper might be prepared 
on the question— if not an income tax, then 
what? Doubtless arguments can be offered 
against every method of taxation. It may be 
conceded that an ideal tax system cannot be 
constructed. The human mind seems to natu­
rally react against any form of taxation, and 
yields to the necessity grudgingly. In closing 
we may quote McCulloch’s adaptation from 
Pope:
Whoever hopes a faultless tax to see,
Hopes what ne’er was, or is, or e’er shall be.
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s *
May, 1932 
Practical Accounting
Problem 5: 
From the following information prepare a statement showing the sources 
from which funds were derived and the manner in which they were disposed 
of during the year 1931:
MONO PRIN TIN G  COMPANY 
T ria l  B a l a n c e s  —  D e c e m b e r  31, 1930 an d  1931
-------- December 3 1 ---------
Account 1930 1931
Cash in b a n k ............................................................ $ 10,270.08 $ 17,344.40
Cash on hand ......................................................... 500.00 1,000,00
Sinking fund tru stee............................................. 2,816.25 6,041.67
Trade receivables.................................................... 307,313.09 210,786.55
Inventories ............................................................... 115,504.53 78,555.18
Prepaid insurance and supplies.......................... 6,205.99 4,327.14
Notes receivable from officers............................. 26,252.49 19,711.42
Cash surrender value of life insurance policies 13,417.52 10,815.30
Deferred bond expense........................................ 3,995.51 2,904.69
Land, buildings, machinery and fixtures . . . . 723,330.06 733,683.83
Investments............................................................... 51,269.70 66,420.37
Trade payables.................................................
Accrued taxes and w ag e s.............................
Notes payable on purchases of machinery
Accrued interest on machinery notes..........
6%  first mortgage b o n d s.............................
Accrued interest on first mortgage bonds .
Reserve for bad d eb ts ....................................
Reserves for depreciation........................
Common stock ..................................................
Surplus.......................................................................  149,135.17
$1,260,875.22 $1,151,590.55
$ 51,623.87 $ 42,098.32
39,267.40 28,764.81
65,896.02
689.90
180,000.00 170,000.00
1,350.00 1,275.00
24,930.20 18,447.08
147,982.66 172,224.97
600,000.00 650,000.00
68,780.37
$1,260,875.22 $1,151,590.55
*The Service of Examination Questions conducted by The American Society furnishes practi­
cally twice as many questions in Theory, Auditing, Commercial Law, and Economics and Public 
Finance as could be used by any State Board for a four-hour examination period, and twice as 
many problems in Practical Accounting as would be required for two examination periods of four 
to five hours each. A Board using the service makes its own selections and adds any special ques­
tions or problems which it desires. The balance of the questions in Practical Accounting follow.
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The value of land, buildings, machinery and fixtures was increased by 
purchases of new equipment totaling $25,149.08; at the same time, old equip­
ment costing $14,795.31 upon which there was accrued depreciation of $10,- 
040.69, was sold for $2,575.00. Depreciation charged to expense during 1931 
amounted to $34,283.00.
Following is an analysis of investments: On hand
at December
Kind Acquired Cost Selling price 31, 1931
500 shares Center Paper Co. stock
( ¼ of total capitalization) 4/ 3 /28 $50,000.00 $50,000.00
Public utility bonds ...................  11/20/30 1,269.70 $ 1,275.00
Public utility bonds ...................  6/10/31 10,425.00 10,650,00
Public utility b o n d s...................  9/22/31 5,000.00 5,050.00
Public utility bonds ...................  12/25/31 16,420.37 16,420.37
T o ta ls ..................................................$83,115.07 $16,975.00 $66,420.37
Bonds represented a temporary investment of surplus cash.
Of the machinery notes unpaid on December 31, 1930, $37,902.40 were 
due in 1932 and subsequent years; all machinery notes were liquidated by the 
payment of $50,000.00 in capital stock and the balance in cash.
Mortgage bonds totaling $25,000.00 mature on May 15, 1932, and a 
similar amount on November 15, 1932.
Following is an analysis of the sinking fund trustee account:
Cash:
Balance, January 1, 1 9 3 1 ...........................................................  $ 2,816.25
Receipts:
Cash deposited for payment of principal and interest.. 23,933.34
Proceeds from sale of securities........................................  17,325.00
Interest received......................................................................  623.02 $44,697.61
Disbursements:
Purchase of securities ...........................................................  $22,200.00
Accrued interest purchased..................................................  224.99
Bonds redeemed .....................................................................  10,000.00
Bond interest paid ................................................................  10,650.00
Trustee’s fees and expenses..................................................  405.95 43,480.94
Balance, December 31, 1931 ............................... ................ .. $ 1,216.67
Securities: a t  December
Kind Cost Selling price 3 1 ,  1931
Real estate bon d s.............................................  $ 7,500.00 $ 7,500.00
Railroad bonds..................................................  9,875.00 9,825.00
Utility bond s................................ ..................... 4,825.00 $ 4,825.00
Totals ................................................. $22,200.00 $17,325.00 $ 4,825.00
Total cash and securities $ 6,041.67
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Prepaid expenses are to be treated as current assets.
The reduction of officers’ notes receivable represents the payment of the 
note of a retiring officer.
Cash surrender value of life insurance policies was increased by $7,397.78 
and decreased by a loan on the policies of $10,000.00.
Deferred bond expense was decreased by the annual write-off provided 
for in an amortization schedule.
Operating losses for 1931 amounted to $80,354.80, after deducting a re­
fund received on 1929 Federal income tax of $4,157.20 and accrued interest 
thereon of $244.23.
Problem 6:
The AB Machinery Company produces a certain specialty which sells for 
$250.00. Anticipating an increase of 10% in labor costs and an increase of 5% 
in the cost of raw materials, the management asks you to determine what selling 
price must be established to produce the same percentage of gross profit as 
that realized heretofore.
The only figures thus far made available to you are the following:
The current ratio of material costs to cost of sales is 43% ; labor costs are 
36% and burden 21%. You are informed that the increased costs which are 
anticipated would effect a decrease of 23% in the amount of present gross 
profits if the present selling price were maintained.
Prepare a brief statement of profit and loss per unit showing the desired 
new selling price and the new costs per unit.
Problem 7:
You are requested to recast the following balance sheet in such a manner 
that all the facts will be properly and effectively portrayed. You may use the 
figures given in the balance sheet and in the data following in any way you 
may see fit but no adjustments to the figures themselves are required. Write 
an audit certificate which you would be willing to attach to the statements.
M. N. X . RESTAURANT SUPPLY CO. Exhibit I
B a l a n c e  Sh e e t M a r c h  31, 1932
ASSETS
Current Assets:
Cash on hand and in ban k s...................
Accounts receivable, n e t ........................
Notes receivable and accrued interest. . 
Inventories:
$ 26,418.32 
195,024.18 
14,296.80
Finished goods . 
Raw materials . 
Work in process 
Factory supplies
$95,090.61
14,540.02
41,210.38
674.76 151,515.77
Unexpired insurance premiums 
Prepaid interest on bank loans 
Unamortized bond discount . .
344.29
200.00 
9,702.67 $397,502.03
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Brought Forw ard.......................................................................  $397,502.03
Goodwill ......................................................... .................................................. 1.00
Fixed Assets:
Land ....................................................................................... $ 50,000.00
B u ild in gs..............................................................................  94,793.33
Furniture and fix tu res....................................................... 5,631.36
Automobiles ........................................................................  4,306.66
Machinery.............................................................................  76,135.25
T o ta l .......................................................................  $230,866.60
Reserve for depreciation . .............................................. 82,131.23 148,735.37
Total assets.............................................................. $546,238.40
LIABILITIES AND N ET W ORTH 
Current Liabilities:
Accounts payable................................................................  $ 99,111.11
Bank lo a n s ............................................................................  40,000.00
Accrued w ages.....................................................................  1,125.03 $140,236.14
First Mortgage B o n d s ...........................................................  100,000.00
Capital Stock:
Preferred stock ................................................................... $100,000.00
Common sto ck .....................................................................  50,000.00 150,000.00
Surplus .........................................................................................  156,002.26
Total liabilities and net w o rth ..........................  $546,238.40
The following information is to be considered:
(a) The cash account is composed of:
Petty cash fu n d s .................................................... ..................  $ 1,000.00
Cash in unrestricted checking account...............................  24,986.52
Overdraft in payroll bank accou nt.................................... *6 8 .2 0
Deposits with telephone and electric light companies. .  . 500.00
Total ................................................................................. $ 26,418.32
*Red.
(b) Accounts receivable consist of:
Trade accounts............................................................................  $206,510.11
Employees’ accounts, current..................................................  6,428.12
Reserve for bad accounts....................................................... *  17,914.05
Net ....................................................................................  $195,024.18
*Red.
( c) Analysis of trade notes receivable:
Past-due n o te s ............................................................................  $  3,000.00
Notes not yet d u e ..................................................................... 11,078.00
Accrued in terest........................................................................  218.80
Total $ 14,296.80
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All notes are considered collectible.
( d ) Inventories are priced at the lower of cost or market except for the 
supplies, which are priced at cost.
(e)  Goodwill was originally set up at $50,000.00 and represented the 
stated value of 5,000 shares of no-par-value common stock given to present 
officers on April 1, 1925, for their services in organizing the company. The 
account was written down to $1.00 in 1930.
(f ) The fixed assets are at their appraised values which is compared with 
cost in the following summary:
--------------Asset-------------- — Depreciation Reserve—
Asset Cost Appraisal Per Books Appraisal
Land .................................. $  10,000.00 $ 50,000.00
B uild ing....... .................... 90,739.99 94,793.33 $23,629.60 $22,843.80
Furniture and fixtures.. 5,631.36 5,631.36 3,930.36 3,930.36
Automobiles ...................  4,306.66 4,306.66 2,110.19 2,110.19
M achinery........................  68,336.26 76,135.25 49,390.29 53,246.88
T o ta ls ................. $179,014.27 $230,866.60 $79,060.44 $82,131.23
The appreciation was credited to surplus on March 31, 1932, the date of 
the appraisal by the General Appraisal Company.
(g ) First mortgage bonds of $100,000.00 bear 6% interest which has 
been paid to March 31, 1932. The bonds mature in annual installments of 
$10,000.00 until March 31, 1938, when the balance of $50,000.00 becomes due.
( h) The preferred stock is 6% cumulative stock and consists of 1,000 
shares having a par value of $100.00. No preferred dividends were voted dur­
ing the year ending March 31, 1932, although preferred stockholders have regu­
larly received their dividends to March 31, 1931. The preferred stock was sold 
at date of incorporation at a premium of $5,000 which was credited to surplus. 
(i) Analysis of the surplus account follows:
Particulars Dr. Cr.
Premium on sale of preferred stock................... $ 5,000.00
Appreciation of fixed asse ts ............................. 48,781.60
Goodwill written o f f ........................................... . $ 49,999.00
Dividends on preferred stock ............................. 36,000.00
Dividends on common s to c k ............................ 18,000.00
Earnings, less a loss for the year
ending March 31, 1932, of $9,654.29. . 206,219.66
Totals .................................................... . $103,999.00 $260,001.26
Balance, March 31, 1932 ................................. 156,002.26
Totals .................................................... $260,001.26 $260,001.26
( j) The company is contingently liable for discounted notes amounting 
to $10,000.00.
(k ) Finished goods carried at an inventory value of $59,930.36 are in 
public warehouses and the warehouse receipts have been assigned to the bank 
as security for the loan of $40,000.00.
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Problem 8:
On July 15, 1930, the Collins Company acquired the entire capital stock, 
consisting of 250 shares, par value $100.00, of the Stewart Corporation, and in 
exchange canceled an obligation of the Stewart Corporation to the Collins 
Company amounting to $56,147.03. The net worth of the Stewart Corporation 
at the date of acquisition was $39,703.65.
The subsidiary company was used as a distributor of the parent company’s 
product, but heavy losses during the following eighteen months made advisable 
the dissolution of the subsidiary company. The dissolution was completed on 
December 31, 1931.
From the following information, you are to prepare journal entries to be 
placed on the books of the Collins Company which will record properly the 
effect of the liquidation of the Stewart Corporation on the Collins Company’s 
accounts. You are also required to determine the income or loss, if any, for 
Federal income tax purposes, to:
(a) The Stewart Corporation
( b) The Collins Company
Separate Federal income tax returns will be filed for each company.
On December 31, 1931, the Illinois Sales Company was incorporated with 
the following capitalization:
Kind of stock Shares Par value Total
6% cumulative preferred stock ............  1,500 $100.00 $150,000.00
Common s to c k ........................................  500 none
The stock of the Illinois Sales Company had no market value at December 
31, 1931.
It was agreed that the new company would purchase certain assets for­
merly owned by the Stewart Corporation, including a franchise giving them an 
exclusive State agency for the Collins Company, and assume certain liabilities.
Following is a trial balance of the accounts of the Stewart Corporation and 
also the valuations at which the new organization agreed to accept certain items:
Price to Illinois
Assets Per Books Sales Company
C a s h ................................................. ...................  $ 636.37
Accounts receivable, n e t ................... ....................  18,925.81 $ 15,000.00
Inventories...................................................................  16,814.70 20,406.81
Fixtures, n e t ........................................... ...................  9,703.66 7,500.00
Automobiles, net ................................. ................  2,036.92 2,000.00
Unexpired insurance............................. ...................  440.28 440.28
Prepaid advertising ............................. ...................  1,147.14
Goodwill ................................................ ....................  5,000.00
Franchise ................................................. 55,685.93
T o ta ls......................................................  $54,704.88 $101,033.02
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Liabilities and Net Worth
Accounts pay able....................................................... $16,407.89
Bank Loans .................................................................  5,000.00
Accrued expenses........................................................  1,033.02 $ 1,033.02
Due Collins Company.............................................  28,630.63
Capital s to ck ................................................................  25,000.00
Surplus.......................................................................... *  21,366.66
Totals .........................................................  $54,704.88 $ 1,033.02
*Red.
The consideration received by the Collins Company for the net assets of 
$100,000.00 sold to the Illinois Sales Company was 1,000 shares of the pre­
ferred stock of the latter company.
The inventory of $16,814.70 represented purchases during 1931 from 
the Collins Company at factory cost plus 10%. The inventory valuation of 
$20,406.81 is the billing price to outside distributors.
The only change in the surplus account of the Stewart Corporation since 
July 15, 1930, was due to operating losses of $36,070.31. The investment ac­
count on the books of the Collins Company at December 31, 1931, was com­
posed of:
Original investm ent..................................................  $56,147.03
Advances.......................................................................  28,630.63
T o t a l ................................................................  $84,777.66
Problem 9:
A tax of 2½% is levied by the State of X  on all corporate income; in 
computing income subject to tax, all expenses, including Federal income tax at 
12% (but not the State income tax) are deductible. Each year the M Company, 
which has its home office in the State, distributes to its general offcers as a 
regular part of their compensation a bonus equal in total to 10% of the cor­
porate net profit after all deductions including income taxes and bonus. The 
annual net profit averages $100,000.00.
Monthly reports of profit and loss are prepared for the officers of the M 
Company by its comptroller. Furnish him with the necessary decimal fraction, 
correct to the fifth place, which may be applied to each month’s net profit 
(before deducting income taxes and bonus) in order that the income taxes and 
bonus may be properly accrued.
Problem 10:
Carl Swanson and George Smith in 1930 entered into a real estate venture; 
from the following information you are required to prepare a balance sheet, on 
the accrual basis, of the venture accounts at December 31, 1931, and a state­
ment of profit and loss for the eighteen months ending on that date. All
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profits and losses derived from each piece of property are to be distributed 
equally to all parties having a financial interest therein; carrying charges are 
to be capitalized. The net worth section of the balance sheet should show the 
original contributions and any other information you deem of interest to the 
partners. Cash transactions of all parties were handled through their personal 
bank accounts.
A chronological summary of the various transactions follows:
July 1, 1930— An agreement covering the purchase of a piece of real estate 
contained the following items:
Particulars Dr. Buyer Dr. Seller
Sales p r ic e .............................................................  $380,000.00
Two 6%  purchase-money mortgages
due June 30, 1931 ...................................... $200,000.00
Accrued taxes, January 1, 1930,
to June 30, 1930 ........................................  7,516.84
Cash, contributed equally by Smith and Swanson 172,483.16
Totals ................................................. $380,000.00 $380,000.00
July 1, 1930 —  Smith paid brokerage fees of $10,400.00 on the above 
purchase.
The real estate was at once split up into the following properties, the 
market values shown being put thereon by reliable appraisers:
Property Market Value July 1, 1930
"A” ....................  $100,000.00
"B ” ....................  50,000.00
"C” ....................  250,000.00
T o ta l___  $400,000.00
The two purchase-money mortgages covered the following:
Property Amount
”A B ” ................ $100,000.00
"C” ................ 100,000.00
T o ta l___  $200,000.00
January 1, 1931 —  Smith paid six months’ interest of $6,000.00 on the 
two purchase-money mortgages.
January 1, 1931 —  Swanson sold his interest in "A B” to Fred Morand 
for $110,000.00 cash; Morand agreed to assume all Swanson’s liabilities for 
unpaid taxes on ”AB”.
February 18, 1931 —  Property "B ” was sold and the following sales con­
tract is in evidence:
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Particulars Dr. Buyer Dr. Seller
Sales p rice................................................................... $99,000.00
6%  purchase-money mortgage due
February 18, 1936 ..........................................  $45,000.00
6%  first-mortgage bonds of the Dale Co.,
due April 15, 1938 ........................................  20,000.00
Accrued interest on Dale Co. bonds,
October 15, 1930, to February 18, 1931___  440.00
Accrued taxes, January 1, 1931,
to February 18, 1931 ...................................... 298.30
Cash, received by holder of first mortgage on ”AB” 33,261.70
T otals........................................................$99,000.00 $99,000.00
February 18, 1931 — The mortgage on "A B” was paid as follows:
6%  first mortgage on "A ”,
due February 18, 1941 .............................  $ 75,000.00
Proceeds from sale of "B ” ...............................  33,261.70 $108,261.70
Mortgage on *'AB” p aid .................................... $100,000.00
3% brokerage fees on $75,000.00
mortgage on "A” ........................................  2,250.00
Accrued interest, January 1, 1931,
to February 18, 1931 .................................  800.00 103,050.00
Net proceeds distributed equally to Smith and Morand.. $ 5,211.70
March 18, 1931 — Real estate taxes for 1930 paid by Smith were:
"A ” ......................  $ 3,758.41
"B ” ......................  1,879.22
"C” .................. .. 9,396.05
T o ta l.........  $15,033.68
April 15, 1931 —  Interest collected by Smith on Dale Co. bonds $600.00. 
June 15, 1931 —  An apartment building on property "C ”, construction of 
which started March 1, 1931, was completed. A construction loan of $400,- 
000.00 in the form of 20-year 6% first-mortgage bonds was negotiated on March
1, 1931; the distribution of the proceeds of this loan and of additional con­
struction costs paid by Smith and Swanson was:
Receipts:
Construction loan ................................................................  $400,000.00
Contributed by Sm ith ............................................................  30,000.00
Contributed by Swanson.....................................................  33,445.80
Total $463,445.80
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Disbursements:
Construction of building.....................................................  $322,445.80
Retirement of mortgage on "C” ........................................  100,000.00
10% discount on new lo an ...................................................  40,000.00
Accrued interest on $100,000.00 mortgage from
January 1, 1931, to March 1, 1931.............................  1,000.00
T o ta l................................................................................ $463,445.80
August 18, 1931— Smith paid six months’ interest on 
$75,000.00 mortgage payable on "A ” ............................................. $2,250.00
August 18, 1931— Smith collected six months’ interest on 
$45,000.00 mortgages receivable........................................................  $1,350.00
August 30, 1931— Smith received the following 
cash advances from:
Swanson...................................................................................  $20,000.00
Morand ...................................................................................  11,000.00
T o ta l..............................................................................  $31,000.00
September 1, 1931— Smith paid six months’ interest 
on $400,000.00 mortgage bonds........................................................  $12,000.00
October 15, 1931— Smith collected six months’ interest 
on Dale Company bonds......................................................................... $600.00
December 31, 1931— Results from the operation of 
the apartment building from June 15, 1931, to December 
31, 1931, were as follows:
Rentals Collected.................................................................  $20,400.00
Expenses, other than interest or ta x e s ............................  9,516.84
Net proceeds received by Sm ith..............................  $10,883.16
There were no prepaid or accrued expenses at December 31, 1931, other 
than interest and taxes; 1931 tax assessments were:
Property Amount
“A” ............................... $ 3,618.75
"C” ...............................  19,596.22
The 1931 tax on ”C” should be divided between land, building, and build­
ing expense in the following ratios: one-sixth, seven-twenty-fourths, and 
thirteen-twenty-fourths, respectively.
3% is considered a fair depreciation rate on the apartment building.
500 THE CERTIFIED PUBLIC ACCOUNTANT August,
R a d i o  P i c k - U p s
TH E Broadcasting Service of the Univer­
sity of Michigan recently presented a 
series of sixteen lectures for the purpose of 
informing the public concerning present eco­
nomic conditions. A few quotations follow:
From President Ruthven. "The two duties 
of citizenship are inseparable because Gov­
ernment is concerned with the welfare of the 
people and because an individual can be most 
effective when a member of an organization.”
* * * A leader can long continue to lead only 
if he has an informed following. When life 
is easy we can muddle along somehow and 
for a time we can tolerate most any kind of 
leadership, but when a cataclysm occurs in 
social affairs and life becomes hard then we 
need not only wise counsel but also an in­
formed electorate. *  * *  It must be evident 
to any careful student of affairs today that a 
large element in the present unrest is a blind 
fear of the unknown.”
From C. E. Griffin, Dean of School of 
Business Administration. "One of the lessons 
that has been most clearly forced upon us is 
that we are living in an economic society in 
which all men are dependent upon one an­
other. It is one of the striking features of 
this depression that almost no one can escape 
its effects. * * * We have heard less, per­
haps, in the past few years of 'rugged Amer­
ican individualism’. All classes of society are 
like individuals upon a boat. It is impossible 
for one to save himself except as the vessel 
and the rest of the crew may also be saved.
* * * High wages are rather a result of pros­
perity than a cause, or, perhaps a more accu­
rate way of putting it, is to say that prosperity 
and high wages are the results of a common 
cause, namely a balanced and effective func­
tioning of our productive system. * * * A 
serious problem does face the world in con­
nection with the great improvements in pro­
ductive methods but the real problem is one 
of control and not of limitation.”
From O. W. Blackett, Professor of Busi­
ness Statistics. ''They guess the future market 
without complete knowledge of each other’s 
intentions, and they involve themselves in a 
network of indebtedness which can be liquid­
ated only if they have guessed correctly.
* * * As a nation we have been inexperi­
enced lenders (in international finance). This 
fact alone means that we shall pay the pen­
alty for inexperience.” *  *  *  The second un­
profitable commitment is in real estate. *  *  *  
A third unprofitable commitment has been in 
agriculture. * * * The banks have become 
involved as they necessarily must in the un­
sound financial commitments we, as a nation, 
have made.”
From R. G. Rodkey, Professor of Banking 
and Investments. ''The failure of so many 
banks and the consequent loss of confidence 
have led to a condition in the banks still 
doing business which is of more fundamental 
importance than so many actual failures. *  *  * 
The second and in some respects more im­
portant purpose (in the organization of the 
R.F.C.) is to restore the confidence of bank­
ers themselves, to the end that they will feel 
safe in granting loans to all worthy borrow­
ers. They will stand ready to do this when 
they know that a large reservoir of funds is 
available for their use. * *  * The machinery 
now in process of being set up should result 
in confining failures in the future to the com­
paratively small number of banks which lack 
skillful management.”
From I. L. Sharfman, Head of the Depart­
ment of Economics. ''In both these directions 
(a desire for temporary relief and for perma­
nent expedients) the Government must in­
evitably play a very important role, despite 
the traditional reliance of our people upon 
self-help and the individualistic character of 
our economic institutions. * * * In the early 
stages of the depression there was a marked 
disposition on the part of Governm ent 
spokesmen to regard the difficulties of the 
business world as a passing phase of the 
stock market crash, and to seek to maintain 
the status quo. Such efforts, in face of the on- 
rushing tide of  deflation, were doomed to 
failure, and they unquestionably exerted a 
hampering influence upon the processes of 
readjustment. * * *  While these measures 
(referring to the National Credit Corporation, 
Reconstruction Finance Corporation, etc.) in 
themselves provide no guarantee of business 
recovery, they have set up powerful safe­
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guards against substantial continuance of 
bank suspensions and unreasoning liquida­
tion of economic values.”
From H. L. Caverly, Associate Professor 
of Economics. "In this country the tax bur­
den is imposed by Federal, State and local 
governments respectively, roughly in the pro­
portions of one-third, one-sixth, and one-half. 
That is, out of each dollar of taxes that the 
individual pays, but 33c gets to Washington 
and only 17c travels to his State capital; half 
the dollar is required for uses of his imme­
diate county and city government. The post­
war expansion of the tax load, therefore, is 
rather a local than a national phenomenon, 
and the responsibility for the contraction of 
that burden must inevitably rest, in the main, 
on the shoulders of local officials.”
From H. Perry Shorts, attorney and banker, 
Regent, University of Michigan. "A variation 
of only 10% in the quantity of goods pro­
duced in any year marks the difference be­
tween prosperity and business depression— 
thereby affecting the welfare of every man, 
woman and child in the whole United States.
* * * Prosperity is contagious— and so is de­
pression— each in his own particular calling— 
for the growth and prosperity of our big 
American family. This is a healthy thought 
and makes us realize that a business depres­
sion is everybody’s depression —  and every­
body’s problem. * *  *  There was more natu­
ral wealth in this country 440 years ago 
when Columbus discovered America than 
there is today. The American Indians were 
richer than we are but for the one fact—  
they did not work and produce anything. The 
wealth of America is nothing but the trans­
formed labor of hand and brain. * * * Hard 
labor of both hand and brain is absolutely 
essential for American growth and develop­
ment. * * *  After all, business is a human 
thing. It is managed by human beings, and, 
therefore, both prosperities and depressions 
are largely manufactured products. They are 
man made. When prosperity is with us we 
start manufacturing our next depression— 
and when depression is with us we start 
manufacturing our next prosperity. Unfortu­
nately but few people can stand prosperity.
* * * The best way to hasten the end of the 
depression is for every family to live within 
its income. Debts play a big part in bringing 
on depression. *  *  *  Urging people to buy
goods now is a constructive service—but the 
buying should be done by the people who 
have the money and not by those who are 
already in debt. *  *  *  It is strange that pub­
lic confidence is about nine times as impor­
tant in producing prosperity as money. Con­
fidence creates credit and about nine-tenths 
of all business is done on credit. *  *  *  We 
hear too much about banks these days, but 
don’t forget that cash deposited in sound 
banks is the only investment in the world 
that has not been depreciated by this depres­
sion and is still worth 100c on the dollar.
* * * Our greatest stumbling block to recov­
ery right now is just plain unreasonable 
doubts and fears in the minds of our people. 
Our worst trouble today is in our heads. Fear 
has filled our land with cowards. Our vision 
is blurred and we are groping in the dark.
* * * Life insurance statistics prove that if 
all of the thousands of prospective suicides 
would only postpone killing themselves for 
another week, 90%  would never commit sui­
cide at all—because that which they fear is 
going to happen never actually occurs. * *  * 
Why fret any more about bank failures 
when over 20,000 of them are still doing 
business, and if they were strong enough to 
survive the past two years on their own re­
sources they certainly should be able to 'ride 
out the storm’ with the United States Gov­
ernment now standing ready to help them.
* * * We need leadership today to help 
spread encouragement and constructive eco­
nomic gospel among our people.”
From James D. Bruce, Director, Post- 
Graduate Medicine. "Statistics reveal that in 
a business depression the general death rate 
decreases, although suicides, crime and pau­
perism increase. During periods of privation 
urban life becomes increasingly difficult and 
migration occurs to the country, where the 
necessities of existence are plentiful, cheap, 
and the environment more healthful. *  *  * 
During times of unemployment people natu­
rally think more about their health, because 
it is so necessary a factor in the gaining of a 
livelihood. They take pains to live moderately 
in every sense. There is, of necessity, a mod­
erate use of plain foods and, likewise, a lib­
eral enjoyment of rest and leisure. * * * 
There has been a steady rise in deaths from 
heart disease, cancer, appendicitis, suicide and 
automobile accidents. The control of these
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causes of deaths is dependent more on the 
individual than upon public health agencies, 
and their increase shows that personal initia­
tive is lacking. * * * Our national standards 
of living should not be measured by the abil­
ity to purchase extravagantly, but through 
recognition and adherence to the underlying 
needs of physical and mental health. This 
involves a very radical change in the health 
habits of our people. However, if this can 
be brought about we shall emerge from this 
depression with a deeper appreciation of the 
fundamental goal of our national existence 
and much stronger mental and physical equip­
ment with which to maintain appropriate 
standards of living.”
From J. K. Pollock, Professor of Political 
Science. "We must remember that in addi­
tion to the limits placed on government by 
all these means (previously enumerated), 
that government itself as an agency of human 
desire, has its limits. The best government 
in the world cannot change human nature 
and render useless and unnecessary the nor­
mal functioning of individual initiative.” 
From Margaret Elliott, Professor of Per­
sonnel Management. "Unemployment insur­
ance is no longer regarded as a theoretical 
question in this country. In 1931, no less 
than thirty-three bills proposing State sys­
tems of compulsory unemployment insurance 
were presented in seventeen State legislatures.
From E. B. Stason, Professor of Law. "One 
of the lessons being drawn from the present 
economic distress, and especially from the 
financial straits of municipalities, is the very 
real need of more adequate restrictions on the 
power of cities, villages, counties and other 
local governments to burden themselves and 
their taxpayers with excessive public debt.
*  *  *  The owner of a house, a farm, or a 
piece of business property assessed at $10,000 
pays (in Michigan) about $100 per year for 
the questionable advantages accruing to him 
from the local public debt. The rate of in­
terest on the local debt averages around 5%. 
The total interest charges exceed by more 
than 25% the general appropriations made 
by the legislature last year for State purposes.
* * * The North Carolina Local Government 
Act of 1931 is the most carefully prepared 
and the most comprehensive of all the plans 
of State administrative supervision.”
From Henry Bodman, Non-resident Lec­
turer in Law. "The best managed bank and 
trust company will not engage in under­
writings of any kind nor sell either directly 
or indirectly securities to its customers or to 
the public. * *  * Banks have not depended 
sufficiently upon their own judgment in valu­
ing collateral but have relied too much upon 
the valuation placed by investors and even 
speculators as reflected by quotations on the 
various stock exchanges.
(The earning power of a stock or bond 
is a much safer basis for loaning value than 
its market quotation.)
THE RISK OF DOCTORING YOURSELF 
From the June issue of Net Results, pub­
lished by H. A. Hopf & Company, New 
York, we have clipped the following:
"A man cut his finger. It was only a slight 
scratch, so he treated it himself. A little iodine, 
a bandage, and he had saved five dollars.
At night the hand began to pain; it swelled; 
he could hardly wait until morning to rush 
over to the doctor. Blood poisoning had set 
in. The man’s hand and arm were barely 
saved; he suffered excruciating pain; he lost 
weeks from his work; he spent hundreds of 
dollars in doctor’s bills.
You have heard the story before; of course 
you would not be so foolish; you would go 
at once to the doctor— a good doctor.
A man’s business showed unhealthy symp­
toms; expenses were mounting; sales were 
dropping off. Business was only a little be­
low normal; he would handle the situation 
himself. He discharged an employee here; 
he cut salaries there; he eliminated all un­
necessary’ activities.
Business continued to drop; expenses con­
tinued to outstrip receipts. He felt he could 
not afford to call in outside counsel. He spent 
his time trying to catch up with the reduction 
in business —  trying to patch up the weak 
spots in his organization. By the time he got 
around to the realization that he could not 
afford not to call in outside counsel, his busi­
ness had been practically ruined.”
(Many a certified public accountant could 
have rendered a professional service to busi­
ness concerns during the past two years, the 
value of which cannot be really measured in 
dollars and cents.)
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S T A T E  S O C I E T Y  N E W S
CALIFORNIA
The first annual meeting of the Fresno 
Chapter of the California State Society of 
Certified Public Accountants was held at the 
Hotel Californian on the evening of June 9, 
1932.
Officers elected were C. Edwin Oyster, 
President; C. E. Bradford, Vice-President;
G. S. Gilbertson, Second Vice-President; Vic­
tor E. Storli, Secretary-Treasurer, and Harry 
W. Hills, member of the Board of Directors. 
*  *  *
GEORGIA
The following committees of the Georgia 
Society of Certified Public Accountants have 
been appointed: Legislation: N. D. Cann, 
Chairman; G. B. Hamilton and M. H. Barnes. 
Meetings: H. H. Gardner, Chairman; James
B. Carson and Mark V. Larned. Education: 
R. L. Holland, Chairman; H. F. Meyer and 
L. E. Campbell. Professional Cooperation 
and Publicity: M. F. Pixton, Chairman; 
J. L. Respess, L. F. Bennett, S. B. Ives, and
C. R. Dawson.
* * *
Under date of July 14, 1932, the Macon 
Chapter of the Georgia Society of Certified 
Public Accountants was organized, with a 
membership consisting of nine fellow mem­
bers.
Monthly meetings are to be held on the 
third Tuesday, and the annual meeting on the 
third Tuesday in April. By-Laws have been 
prepared and adopted by the Macon Chapter 
and have been sent to the Georgia Society of 
Certified Public Accountants for ratification.
Officers elected were: J. M. McFerrin, 
President; Brooks Geoghegan, Vice-Presi­
dent; Truman W. Clifton, Sec’y-Treasurer.
*  *  *
KENTUCKY
The annual meeting of the Kentucky So­
ciety of Certified Public Accountants was held 
at the Kentucky Hotel, Louisville, at 6:30 
P. M. on July 22, 1932.
The report of the president, O. S. Mel­
drum, was read, followed by those of the
secretary and various committees.
As a result of the change in annual meet­
ing date from the fall to June, it was unani­
mously decided to consider all dues paid to 
June 30, 1932 and hereafter dues to be col­
lected on the fiscal year July 1 to June 30, 
payable in advance.
It was also unanimously voted to create 
the office of President Emeritus and to elect 
Mr. Overton S. Meldrum to that office for 
life.
Officers elected were: President, I. W. 
Imhof; First Vice-President, R. D. Haun; 
Second Vice-President, H. D. Cardwell; Sec­
retary-Treasurer, B. E. Henry.
* * *
LOUISIANA
A special meeting of the Society of Loui­
siana Certified Public Accountants was held 
in the Gold Room of the Roosevelt Hotel, 
New Orleans, on Monday evening, June 27, 
1932. This meeting had been called by 
President Archie M. Smith for the purpose of 
having the members of the Society and the 
business and professional people of New 
Orleans listen to an address by the Honorable 
David Burnet, Commissioner of In tern al 
Revenue.
Prior to the open meeting a banquet was 
held in honor of Commissioner Burnet with 
some sixty-five members of the society in at­
tendance. President Smith introduced Henry 
J. Miller, President of The American Society 
of Certified Public Accountants, as toastmas­
ter. Mr. Walter Coquille, "Mayor of Bayou 
Pom-Pom,” made an amusing address in 
the French dialect of the country parishes 
of Louisiana. Mr. Miller then called upon 
the following guests who made short but 
interesting addresses: Judge Rufus E. Foster, 
Warren Kearny, Collector of Customs; H. 
Van R. Chase, General Manager of the Asso­
ciation of Commerce; L. A. Merrigan, In­
ternal Revenue Agent in Charge, and Com­
missioner Burnet. Others introduced were 
Professor Earl Saliers, Louisiana State Uni­
versity ; Professor J. C. Van Kirk, Tulane
504 THE CERTIFIED PUBLIC ACCOUNTANT August,
University; Professor Louis H. Pilie, Loyola 
University, and Mr. Sydney Gamlen, Internal 
Revenue Agent in Charge.
Between 400 and 500 people attended the 
open meeting. Commissioner Burnet deliv­
ered a very entertaining address on the new 
Revenue Act, explaining several interesting 
interpretations which had been placed by his 
office on debatable points.
* *  *
MINNESOTA 
The regular meeting of the Minnesota 
Society of Certified Public Accountants was 
held on Monday evening, June 27, at the 
Curtis Hotel, Minneapolis.
H. B. Reyer, C.P.A., Chief Income Tax 
Auditor of the Wisconsin Tax Commission, 
was guest speaker and discussed in a very 
able and concise manner the Wisconsin Tax 
Law. * * *
NEBRASKA 
The annual meeting of the Nebraska So­
ciety of Certified Public Accountants was held 
at Lincoln on May 28, at which time the fol­
lowing officers and directors were elected: 
President, Edward E. Lanphere; Vice-Presi­
dent, Wm. Bryden; Secretary, Ellsworth L. 
Fulk; Treasurer, M. J. Holland; Directors, 
Raymond H. Walker, H. S. Wiggins and 
Wayne McPherren.
The society also held a meeting on June 
18, at the Omaha Chamber of Commerce, 
Omaha, with an attendance of some fifteen 
members. Mr. Phillips, of the Federal Re­
serve Bank of Omaha, spoke on "The Banks’ 
Requirements of Audit Reports and Data 
Pertaining to the Extension of Credits in 
General.” * *  *
NEW YORK 
The July Bulletin of the New York State 
Society of Certified Public Accountants was 
confined to the subject of real estate and mat­
ters related thereto. The articles were pre­
pared under the auspices of the society's 
Committee on Real Estate Accounting. They 
were: "The Real Estate Bond Problem,” by 
Francis K. Stevens ; "Present Day Problems in 
Real Estate Finance,” by Max Fink; "The 
Valuation of Real Estate on the Balance 
Sheet,” by Leonard Levine; "Some Real 
Estate Accounting Problems,” by Ernest W ill­
vonseder; "The Balance Sheet of Building 
and Real Estate Companies,” by George 
W. Perper.
TEXAS
A special call meeting of the Dallas Ac­
countants’ Association was held on Tune 10, 
1932.
Forrest Mathis, President of the Texas 
Society of Certified Public Accountants, was 
present and addressed the Dallas accountants, 
about forty of whom were present, on the 
necessity of accountants cooperating in the up­
building of the profession. Loyd B. Smith, 
chairman of the Texas Society’s Committee on 
Legislation, explained the legislative program 
of the society.
Directors of the Dallas Association, elected 
for the next six months were L. H. Fleck,
H. T. Nelson, D. P. McAlpin, Mrs. S. Clay 
Young, W. D. Prince and S. N. McLaran.
WASHINGTON 
The C.P.A., bulletin of the Spokane Chap­
ter of the Washington Society of Certified 
Public Accountants, discussed Important Tax 
Changes in its July issue.
At a meeting of the Seattle Chapter of 
the Washington Society, held at noon on 
Wednesday, July 6, Pierce Lonergan, Presi­
dent of the Seattle Metal Exchange, spoke on 
the subject of "Economics of Silver.”
  State Board News  
KENTUCKY 
Announcement is made of the appointment 
to the Kentucky State Board of Accountancy 
of W. A. Hifner, Jr., of Lexington, and Robt. 
P. Miller and Wm. Cotton, both of Louis­
ville. At an organization meeting, held at 
the Kentucky Hotel, on July 22, the follow­
ing officers were elected: President, W. A. 
Hifner, Jr.; Secretary, Robert P. Miller; 
Treasurer, Wm. Cotton.
OHIO
Governor White has appointed H. W. 
Cuthbertson, of Dayton, as a member of the 
Ohio State Board of Accountancy to succeed 
Martin J. Arft whose term has expired.
PUERTO RICO 
Mr. R. Rodriguez Sanchez, of San Juan, 
has been appointed a member of the Puerto 
Rico Board of Examiners of Accountants.
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The present membership is: President, An­
tonio R. Hernandez; Secretary, R. Rodriguez 
Sanchez; Treasurer, William A. Waymouth.
C.P.A. COMMITTEE ON GRIEVANCES 
STATE OF NEW YORK
The C.P.A. Committee on Grievances of 
the State of New York is a body of ten 
members constituting a section of the State 
Education Department and coming under the 
jurisdiction of the Board of Regents of the 
University of the State of New York, which 
derives its powers and functions from the 
Education Law.
The function of the C.P.A. Committee on 
Grievances is to hear charges of fraud, deceit, 
or gross negligence committed by a certified 
public accountant of the State of New York 
in the practice of public accountancy which 
have been filed with the Commissioner of 
Education in Albany and by him transmitted 
to the chairman of the committee. The com­
mittee is required by the law to transmit to 
the Board of Regents a full record of each 
hearing accompanied by its recommendation, 
which may be to cancel the certificate of the 
respondent, to suspend the certificate for a 
definite period of time, to reprimand the re­
spondent, or to dismiss the charges and exon­
erate the respondent.
The law requires that the members of the 
committee shall have been certified public ac­
countants of the State in good standing for 
a period of ten years preceding their appoint­
ment. The official terms of the members are 
staggered, two being appointed each year for 
a term of five years. Adolf S. Fedde, of New 
York City, and Dana F. Stark, of Elmira, 
were recently appointed for the period of five 
years beginning on July 1, 1932. The other 
members of the committee are Homer A. 
Dunn (chairman), James F. Farrell, and Jas. 
L. Ridgway, of New York City; Frederick 
G. Colley (vice-chairman), of Yonkers; Jas. 
G. Nugent, of Newburgh; William J. Nus­
baum, of Albany; Luther K. Watkins, of 
Buffalo, and Ernest Willvonseder (secretary) 
of Rye.
It has been stated that the Committee on 
Violations of the C.P.A. Law of The New 
York State Society of Certified Public Ac­
countants stands ready and willing to assist 
in the consideration of complaints and in the 
formulation of charges if they seem to be 
warranted.
NOTES
Local Budget Commissions have sprung up 
all over the country in view of the necessity 
for relieving the increased demands of gov­
ernment on taxpayers. In New York the 
Citizens Budget Commission is officered by 
Nicholas Murray Butler as president; John W. 
Davis, Edward A. Seligman and James Speyer 
as vice-presidents; Lewis E. Pierson as treas­
urer, with Peter Grimm acting as Chairman 
of the Board of Trustees.
The active work of the commission will be 
supervised by George McAneny, Robert B. 
McIntyre and Ernest Willvonseder. Mr. W ill­
vonseder, a member of the New York State 
Society and of The American Society, is secre­
tary of the New York State C.P.A. Committee 
on Grievances. He was Chief Examiner of 
the budget under former Mayor Mitchell and 
had charge of the accounting in the Moses 
investigation of the City Trust failure.
The Canadian Chartered Accountant for 
July carries a report of a recent court decision 
in Belfast, Ireland, wherein the liability of 
directors and auditors was determined.
In the liquidation of John Fulton and Co., 
Ltd., it was alleged that payment of preferred 
dividends for the years 1927, 1928 and 1929 
had been made out of capital and that the 
company had accommodated its subsidiary, 
the Caledon Woolen Mills Company, by way 
of guarantees, acceptances and endorsements 
when the subsidiary was actually insolvent 
and the company’s own surplus had been de­
pleted.
The case was somewhat similar to the 
Kylsant case in that the company had passed 
through a period of profitable years during 
which a surplus was created, followed by sev­
eral years when losses were suffered.
Two of the directors plead as their defense 
that their attention was given solely to the 
manufacturing end of the business and that 
its financial end was left to the third and to 
the auditor. The court held the directors and 
auditor jointly liable for the dividends actu­
ally paid to the preferred shareholders in
1928 and 1929 with no liability imposed for 
the 1927 dividend "since there was some 
doubt whether it might not properly have 
been paid.” The court also held the directors 
liable for losses from accommodations ex­
tended the subsidiary.
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Great Britain is holding an Imperial Con­
ference at Ottawa this month. The Minister 
of Finance from Northern Ireland is accom­
panied by Lewis C. Gray, a member of the 
Institute of Accountants and Actuaries in 
Glasgow, representing the interests of the 
linen industry of Northern Ireland at the 
conference. Mr. Gray is Chairman of the Flax 
Spinners Association of Northern Ireland, and 
is also Chairman of the Linen Trade Tariffs 
Committee, which cooperated in arranging 
the new import duties recently enacted by the 
British Government.
In the New York Herald-Tribune for June
10, Alexander S. Banks, former President of 
The American Society, is reported as suggest­
ing economies for corporations as follows:
The reluctancy of most corporations to re­
duce property investment has aggravated their 
tendency to reduce or omit dividends because 
of poor earnings, according to Alexander S. 
Banks, of Leslie, Banks & Co., certified pub­
lic accountants.
Mr. Banks finds that the extent of property 
investment has a direct bearing on fixed 
charges in the case of many corporations. 
Where it is possible to reduce such fixed 
charges by reducing the property account, he 
says, this would appear to be the economical 
thing to do.
In manufacturing, mining and transporta­
tion, where there is a large ratio of property 
to gross revenues, a 25 per cent shrinkage 
in this revenue is magnified into a 50 per 
cent or 75 per cent shrinkage in the net in­
come, and a 50 per cent shrinkage in the 
gross revenue is often magnified into turning 
the net income into a minus quantity, Mr. 
Banks says. This is due to the fact that the 
property investment requires a comparatively 
fixed amount of annual expense, and this ex­
pense cannot usually be decreased, even though 
the gross revenue drops to one-half of nor­
mal, he points out.
Ordinarily a plant executive can figure that 
for every $100 of property investment, at least 
$10 of expense is involved. Even though the 
plant is not used, depreciation, insurance and 
maintenance still continue. In one or two of 
the companies in which he is interested, Mr. 
Banks says they have actually abandoned sev­
eral plants and concentrated on the remain­
ing few efficient ones; all, of course, with
consequent reduction of cash expenses as well 
as reduction of the depreciation item in the 
income report.
One other large item of fixed expense, he 
declares, requires more than the action of the 
executives; it necessitates the cooperation of 
bondholders and stockholders. Companies 
that are burdened with heavy bond interest 
or are threatened with heavy disbursements 
on bond amortization should take this oppor­
tunity, even when governments are confess­
ing their inability to meet similar burdens, of 
asking the bondholders to help the company, 
and incidentally to help themselves, by reliev­
ing the company of interest and amortization 
payments. In order to encourage the bond­
holders to do this, they should be given pre­
ferred stock, together with a bonus of com­
mon stock, so that their help to the company 
will be rewarded in due time should it re­
sult in improving the financial condition of 
the company.
There is one other class of expense which, 
while not ordinarily included in the fixed 
charges, he has always considered as if it 
were— the expense of the executives in the 
office and the shop, and that of their imme­
diate technical or clerical assistants. These 
executives and their subordinates are usually 
needed in the organization.
The Trade Association Division of the 
Chamber of Commerce of the United States 
has just issued a statistical survey of the ac­
tivities and services of 500 associations.
Quoting therefrom we find the "ten most 
common activities (in addition to conventions 
and meetings, publications, and cooperation 
with other organizations) of Financial and 
Professional Associations are: Public educa­
tion, business standards, bibliography, legis­
lation, library, abstracts, accounting, publicity, 
industry education, and statistics. In addition 
to these, information service, technical re­
search, standardization, and field service are 
important activities carried on by financial 
and professional associations.”
Of the associations reporting, twenty-seven 
were classified as Financial and Professional.
In the classification which had been ap­
proved by the Trade Association Department 
Committee of the American Trade Associa­
tion Executives, the following listing was 
given relating to the number of associations
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engaged in the various types of activities re­
lating to accounting:
4. Accounting
A study of factors influencing the cost 
of production and/or distribution and 
the application of the methods, princi­
ples, etc., involved to aid management.
28 A. Auditing service.
106 B. Cost accounting.
131 C. Uniform cost accounting, uniform 
classification of accounts.
59 D. Service or methods, etc., re cost es­
timating, cost figuring, preparation 
of bids, etc.
111 E. Cost studies, including depreciation, 
obsolesence, appraisal, overhead, 
budget, production, shipping, turn­
over, etc.
73 F. Comparative statements, compara­
tive ratios, etc.
42 G. Inventory and/or inventory control.
52 H. Installation and/or supervising of 
accounting systems.
34 I. Staff cost accountant.
54. J. Manuals, cost schedules, valuation 
schedules, etc.— see also Taxation.
The number shown at the left of each 
activity indicates the number of associations 
out of the 500 replying engaged in that in­
dividual activity. As various associations en­
gaged in more than one sub-division of the 
general subject of Accounting, it is interest­
ing to note that the total number of different 
associations engaged in some one accounting 
activity was 229, or 46%. Forty-three per 
cent of the manufacturing and extractive as­
sociations reported some accounting activities, 
as did 48% of the wholesalers, 53% of the 
retailers, 41% of the financial and professional 
group and 61% of the service or contractor 
group.
Of the 229 reporting, 46% represented 
national and international organization, 56% 
regional, 43% State and 36% local.
Harold A. Kluge, C.P.A., of Philadelphia, 
Pa., delivered an address before the Pennsyl­
vania State Association of Township Com­
missioners, held at the Adelphia Hotel, Phila­
delphia, on May 26.
He discussed the phases of the first-class 
township law, which became effective in 
Pennsylvania last year, as they pertain to the
question of audits. The law provides several 
methods for securing auditors.
A township might elect three, each of whom 
would draw $5.00 a day for the time actually 
spent in the work. Auditors selected in that 
manner had no qualifications stated other than 
ability to get more votes than the other fel­
low. The fee fixed was indicative of the fact 
that it was not expected that the work would 
be especially efficiently done.
In the second place, if the township de­
sired it might elect a comptroller. The law 
specified that he should be a competent ac­
countant and have been an elector of the 
township at least four years prior to his elec­
tion. Of course in an elective office it is 
rather hard to judge among candidates as to 
whether all are competent accountants, but 
the provision in the law restricted the list 
of candidates to a certain extent. The salary 
of the comptroller was to be fixed by the 
Board of Commissioners and ranged from 
$300 to $4,000, depending on the size of the 
township. This method presupposed a better 
type of work from an auditor’s standpoint 
than would be obtained in the first provision, 
with a larger attendant expense.
In the third place the law provided that 
any township might have its accounts audited 
by an auditor appointed by the Court of Com­
mon Pleas, the auditor being either a person 
or a firm licensed as a C.P.A., or a person 
skilled in auditing work. It was provided 
that the compensation of such appointed offi­
cer should be fixed by the court.
It is evident, therefore, that the township 
law offers the opportunity for each township 
to have the type of accounting service for 
which it is willing to pay.
President George H. Estes, of the Florida 
Bankers Association, is quoted as having said: 
"There never has been a more opportune time 
for banks to educate their customers and teach 
them the difference between capital loans and 
short-term advances.”
Without any question this is true on the 
theory that it is better late than never. Bank­
ers have always been negligent in developing 
plans for educating the public. On the theory 
that money talks, they have taken it for granted 
that their say-so would be accepted as gospel 
truth. In most cases their decisions have been
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given to the public through depositors, bor­
rowers, etc., without explanations and reasons 
which, had they accompanied the decisions, 
would have had an educational value. In the 
long run it is just as much to the interest of 
the depositor or the borrower that correct eco­
nomic principles be observed by either or both 
as it is that the bank should establish policies 
without accompanying reasons.
Robert Atkins, C.P.A., of New York, sends 
us an ad appearing in the Free Press Journal, 
Bombay, India, April 10, 1932. We have 
omitted the name of the accounting organiza­
tion offering their services:
INCOME TAX, SUPER TAX AND 
SUR CHARGE
Involve complications of so many varieties 
that none can do without the help of an 
Expert.
To make choice of an Expert is not a diffi­
cult task now.
Any time you are in a need of such an ad­
vice, do not hesitate to consult Messrs ------
whose right advice have saved time and money 
of so many Limited Companies, Firms, fam­
ilies and individuals in last 20 years.
THE OLD-TIME DEPRESSION CURE
The North Pacific Banker for June contains 
the following editorial:
"I SEE,” said the Fox to the Lion, "many 
different kinds of tracks going into your cave, 
but only one kind coming out.” And so it is 
with the workings of the Federal Reserve Sys­
tem. Experience has shown that what control 
over money circulation it has, is all in one 
direction— expansion. Herein lies the weak­
ness of man’s judgment and will against the 
ruthless forces beneath the surface of a gen­
eral situation. Whatever may be said of the 
Federal Reserve System, it is politically cre­
ated, it may not think that it is subjected to 
political influence, but it is. Like the courts 
themselves, it cannot for long hold out against 
public opinion. And simply because they do 
not understand the subject, possibly, the pub­
lic never believes in the contraction of credit, 
and no man or set of men has ever for long 
successfully challenged the public wrath. The 
suffering individual may submit to the sur­
geon’s knife, the suffering public never will.
The American Banker recently had some 
words worth considering in recollection of 
the old "money trust,” laid to rest some 
twenty years ago by the famous congressional 
Pujo Committee. It is recalled that the money 
trust had leadership in depression which ruth­
lessly faced realities. If the business tree had 
rotten fruit hanging to its branches, the money 
trust shook it off. It never used or asked for 
government money to keep moribund propo­
sitions alive. No matter whom it hurt, under 
the viewpoint of that time, if an individual 
or corporation was broke, it was not entitled 
to credit or to be carried along until times 
got better. Their method was ruthless, sharp- 
ly-defined and based upon a steady view of 
things as they actually were. In time the out­
look got better. Nobody could point to any 
rotten fruit still hanging to the tree. Things 
were ready to go ahead and they did. In the 
upturn it was the confidence created by these 
leaders in finance— as to what they were do­
ing and prepared to do —  which spread 
throughout the nation.
There is much food for thought in the idea 
that while the Federal Reserve System works 
admirably in normal times and accomplishes 
all that its advocates claimed for it, it never 
has been able to cope with inflation and we 
now— it might be after a terrible panic— 
would have better essential conditions for 
business recovery, if it had never existed. It 
has been the shining mark, the beacon light, 
of all those befuddled politicians who think 
that a great reservoir of credit is something 
we all ought to enjoy in ever-increasing vol­
ume— and can be made to enjoy, by virtue of 
our rights as citizens.
"Outside Jerusalem there stood the lodge 
of accountants, and all who had accounts to 
render or business to transact would repair 
to it. This lodge of accountants was placed 
outside Jerusalem, because of the words in 
the Psalms: 'In the city of our God, in the 
mountains of His holiness. Beautiful for 
situation, the joy of the whole earth, is 
Mount Zion’, and how could anyone whose 
heart is troubled with cares of business be 
regarded as joyous?” —  From Legends o f 
Palestine, by Zev Vilnay. Published by The 
Jewish Publication Society of America, 1932.
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Alfred P. Sloan, Jr., president, General 
Motors Corporation, speaking to the National 
Editorial Association meeting in San Fran­
cisco last month, on the obstacles facing in­
dustry and production generally under the 
head of "Confidence— A Necessary Quality,” 
made the following observation:
"First among them, perhaps, is the very 
quality which a good doctor must inspire in 
any person who has been through an ex­
hausting siege— confidence in himself.
"Not the kind of confidence which inspires 
recklessness, but rather an understanding that 
by cooperation between patient and doctor 
the illness will be overcome in full measure.
"There are millions of people today who 
could buy, who want to buy, yet who are 
held back by an unreasoning fear of the fu­
ture, or the thought that it is unpatriotic for 
them to buy when others cannot.
"Let them once understand that interde­
pendence is the keynote to modern life; that 
buying means employment; and one key log 
will be removed from the jam.
"The industrialist can well afford to give 
careful study to problems of job insurance. 
The employee who has faith in the security 
of his job is ready to buy.”
Trade Association News Letter for April 
announces the appointment of a committee 
by the Associated General Contractors of 
America, Inc., to confer with a like committee 
of the American Institute of Steel Construc­
tion, New York, in an effort to rid the indus­
try of some of the most glaring evils of bid 
peddling. The Steel Institute comments on 
this action as follows: "It is significant that 
this step is announced as it is probably the 
first time a serious effort has been made to 
harmonize the differences which have devel­
oped between the general contractor and the 
sub-contractor. If given adequate support, 
this committee should accomplish much to­
wards alleviating a condition which has de­
generated into a serious evil in the industry.”
"Let Us Banish Fear,” is the title of a very 
interesting article by Sol Masch, C.P.A., of 
New York, appearing in the June issue of 
Credit Executive, official publication of the 
New York Credit Men's Association.
The most artistic house organ which has 
regularly come to our desk has been the Stone 
and Webster Journal. Its July issue was the 
twenty-fifth anniversary number.
Throughout its entire history it has come 
from the Pinkham Press of Boston. This 
issue has editorial comment on the following: 
The Journal Starts; The Journal During 
Twenty-five Years; The Future; The Journal's 
Silver Anniversary, the closing paragraph of 
which is "With this, its silver anniversary 
number, the Journal rounds out a quarter of 
a century in fulfilling the aims for which it 
was created. Its publication is now being dis­
continued with this number.”
Its closing number visualizes many of the 
productions of this remarkable engineering 
firm and carries interesting statements from 
representatives of other institutions which 
had been served by the firm. We shall miss 
its monthly visits.
MAKE USE OF THE TECHNICAL MAN
Now as never before industry has the op­
portunity to use the brains of technically 
trained men and to profit by such use. A 
case in point: A process industry in the 
Chicago district several months ago found 
that it had no work for twenty young engi­
neers on its staff. They were the newcomers, 
logically the first to be laid off. But instead 
of turning them loose, the chief engineer 
called them into his office and put a sporting 
proposition before them. He said: "The 
twenty of you are costing the company $4,000 
a month. There is no work now or immedi­
ately in sight for you. Rather than give you 
a month’s notice to hunt for new jobs that 
probably you won’t find, I am going to give 
you a two months’ chance to see what you 
can do right here. Go out into the plant and 
check up everything in sight. See if you can’t 
stop wastes, or change methods so as to save 
the $4,000 a month the company is paying 
you.”
The twenty went through that plant with 
the thoroughness of grasshoppers in a wheat 
field. They found many things whose sum 
total of economy equalled their salaries. In 
addition, and of spectacular significance, they 
discovered a means to reduce the use of pro­
cess steam from eight to three pounds per 
unit of produce at a saving of $25,000 per 
month.— Electrical World.
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O U R  R E A D E R S ’ F O R U M
Contributions for this section will be limited to in the neighborhood of 250 
words. A free but short expression of opinion is requested on subjects in which 
the certified public accountant is interested.
Economists—Attention
What part are leading certified public ac­
countants taking in the present economic dis­
cussions? It seems to me the average Ameri­
can is wondering whether the past so-called 
"economists” have prostituted their calling 
or have become lost in the wilderness (mazes 
of their own making). Why is not the ac­
countant who makes a study of economics a 
better, more qualified economist than a mere 
statistician? Is not the word "economist” too 
indiscriminately used in that an economist 
may be most anything or anybody who writes 
about or discusses finance or business and 
uses so many words that no one has time to 
sort them out to see whether or what opinion 
was conveyed?
With this country tottering on the brink 
of the worst part of the present financial con­
dition where is the business leader of any 
profession who will publicly and truthfully 
give his answer to the following questions:
Is the annual increase in Real wealth in the 
United States more than 2% and in the en­
tire world more than 1% ?
Is the annual increase in Real wealth in the 
United States enough to provide for interest 
and dividend return on more or less than 
one half our present intangibles?
What percentage of our present intangibles
The Business Research Council of the 
American Management Association, 20 Vesey 
Street, New York, has just issued an 84-page 
pamphlet on Economic and Business Research 
in American Colleges and Universities, which 
sells at $2.00.
Research projects being carried on at the 
present time in American colleges are listed 
by groups, each project having indicated the 
institution wherein the work is being done. 
In all, 620 projects are listed by title, descrip­
tion of purpose, medium and date of publica­
would be necessary to cancel to restore busi­
ness by lifting the present load of debt?
Granting that economic conditions will 
cancel that part of the intangibles which the 
annual increase in real wealth will not pro­
vide for, how much of the present intangibles 
will be cancelled by allowing economic law to 
operate unhampered?
Granting that the present floating debt or 
intangibles is already more than the increase 
in real wealth will carry, how can better busi­
ness be brought about by any governmental 
measures which also require the floating of 
further bonds, increasing the interest burden 
rather than lowering it?
Is it more wise to cancel the foreign debts, 
or to cancel a substantial portion of all debts?
Is it possible to avoid costs, how many 
business economies are shifting of costs to 
others, and how can society get something 
for nothing?
How can economies in government add to 
the general welfare by discharging men to 
look for private employment when there is 
none?
Will your economist answer these through 
T h e  C er t ified  P u b l ic  A c c o u n t a n t ?
Yours very truly,
H a r r y  H . H o bbs . 
Yankton, South Dakota.
tion, availability in price, present status and 
name of institution. A second section lists 
those subjects on which recurring data is be­
ing compiled. The third section lists the in­
stitutions alphabetically, indicating the vari­
ous studies being carried on in each.
Henry Miller gave the commencement ad­
dress to the graduates of the John McDon­
ough Girls High School. He also addressed 
the Louisiana State Funeral Directors, taking 
as his subject "Know Costs.”
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BARTER
The old saying that there is nothing new 
under the sun is probably responsible for the 
following letter sent out by an accounting 
organization suggesting a return to a type of 
service exchange which had been done away 
with except in a few localities, but which has 
recently been revived.
"Reciprocity is the first law of business. 
You can save money by taking advantage of 
our Reciprocal plan. It is simply this:
We will do your auditing or bookkeeping 
work, taking your merchandise at regular 
prices in exchange for our services. You de­
rive two-fold benefits from this practical 
plan.
First. Your expense is greatly reduced.
Second. No cash to pay out.
We do auditing, income tax, and general 
accounting. We also keep sets of books. Dur­
ing this depression some concerns have dis­
pensed with steady bookkeepers and have us 
do this work, at a substantial saving. Our 
service includes expert advice on all business 
problems. We have been in practice here
U .  S .  C h a m b e r
 TH E American Society of Certified Public 
Accountants was represented at the an­
nual meeting of the United States Chamber 
of Commerce at San Francisco by Ralph W. E. 
Cole, Henry M. Thomson and Willis C. 
Graves, of Los Angeles; George W. Sims, of 
Fresno; William Dolge, Myrtile Cerf, James 
E. Hammond, Harry J. Cooper and A. G. 
Strong, of San Francisco.
Vice-President Cole acted as national coun­
cillor, and in that way represented The Society 
in the voting privileges of the meeting.
Individual reports received from several of 
the delegates indicate an interesting meeting 
by reason of the inspirational as well as in­
structive talks given by leaders in the busi­
ness field. One delegate said: "It was both 
encouraging and inspiring to find men well 
past middle age, apparently financially in­
dependent and with every other incentive to 
retire and take life easy, yet actuated by this 
desire to serve and devote their time and
eleven years. Many prominent concerns in 
x x x  are numbered among our clients.
Phone Main x x x  for an interview. This 
will not obligate you.”
This recalls the letter written by an evi­
dently distracted wife to a famous columnist, 
seeking advice. The inquiry read:
"Until two years ago my husband has held 
good positions, and we have had all the com­
forts of life. Sometime ago a man wanted 
a bookkeeper, preferred a C.P.A. and was 
willing to pay a salary of ten dollars a week. 
My husband turned down the offer saying 
that he would starve first. It looks as if that 
is what we are going to do. Did he do 
wrong? The funny part of the story is that 
the man got his bookkeeper for ten dollars. 
What would you have done?”
From another city we gleaned the follow­
ing notices, appearing under the classification 
"Swaps” :
"Accounting service for what have you?” 
"First-class dental work for old-fashioned 
furniture or late model radio.”
"Young Irish setter, trained, pedigreed. 
Swap for a good car.”
o f  C o m m e r c e
energy, without any stint of either, to their 
fellow citizens towards helping find the solu­
tion to business difficulties.” He followed by 
saying, "It was, I must confess, a little dis­
couraging to have to go back home to the 
deadly routine and detail of little things after 
having one’s head in the clouds, as it were, 
for a week.” *  * * "While I cannot say that 
our delegates have accomplished anything in 
attending this national meeting, I believe 
since each one of us attended three or four 
different sessions every day, that it has been 
helpful to the profession because wherever 
we attended, those business men knew that 
certified public accountants were interested in 
the affairs of the nation and anxious to be of 
constructive assistance.”
From another letter we quote: "Govern­
mental expenditures have not only run wild 
and must be controlled, but properly organ­
ized and directed efforts will have a definite 
effect towards such control and such efforts
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have in some sections already produced 
results.”
Another delegate reported as follows: "I 
brought away two thoughts which I believe 
are worthy of consideration on the part of 
members of the accounting profession. They 
were: First, that although nearly every speaker 
that I heard referred, directly or indirectly, 
to the need for, and real value to be derived 
from modern, adequate accounting methods 
in the successful operation of business and 
though much was said about balanced budgets 
and many statistics were used to add force to 
argument, oddly enough no representative of 
our profession appeared on the program of 
the sessions. Second, at one time I found my­
self seated at lunch with a group consisting 
of the comptroller and credit manager of a 
nationally known rubber company; the man­
agers of leading department stores of two 
large cities and the president of a manufac­
turing concern. Following the introductions 
and exchanges of information concerning one 
another’s business affiliations usual to such 
meetings, each of the executives upon finding 
that I was a Certified Public Accountant, vol­
untarily began discussion of the part that the 
C.P.A. plays in guiding modern business 
along profitable channels. Each had some­
thing to say that was decidedly favorable in 
this respect. Each of the executives named 
stated that C.P.A’s were regularly employed 
in handling the auditing and tax work of 
their respective companies. This unanimous 
agreement, concerning a subject of primary 
interest to all practicing accountants, seemed 
to me to be both significant and encouraging.”
ANNOUNCEMENTS
Loomis, Suffern & Fernald, Certified Pub­
lic Accountants, announce the removal of 
their offices from 50 Broad Street to 80 Broad 
Street, New York City.
S. C. Greaves & Company, D. Earl Flem­
ing and Robert Atkins, C.P.A., announce 
the consolidation of their accounting practices 
under the firm name of Greaves, Fleming & 
Atkins, Accountants and Auditors, 225 Broad­
way, New York City.
Haskins & Sells announce the removal of 
their St. Louis office to the Bank of Commerce 
Building, St. Louis, Mo.
John Heins & Co., Certified Public Ac­
countants, announce the removal of their 
offices to 1421 Chestnut Street, Philadelphia.
John B. McGinley, C.P.A., announces the 
opening of an office for the practice of ac­
countancy at 1700 Eye Street, N.W., Wash­
ington, D. C.
Adrian V. Seay, C.P.A., Ralph A. Conselyea 
and Edward H. Seay announce the formation 
of a partnership for the practice of account­
ancy, under the firm name of Seay, Conselyea 
& Co., with offices at 2108 Post-Dispatch 
Building, Houston, Texas.
Announcement has recently been made in 
Boston that Mr. William S. Kemp, 79 Pleas­
ant Street, Exeter, N. H., has become associ­
ated with Robert Douglas & Company, Cer­
tified Public Accountants of that city.
Mr. Kemp has been President of Boston 
Chapter, National Association of Cost Ac­
countants, and has served as National Presi­
dent of the association. He was formerly 
Treasurer of The Holtzer-Cabot Electric Co.
ATTENTION Public Accountants!
Reg. U. S. Pat. Off.
Will Extend Your Services in the Moderate- 
Sized Business Field 
Establish New Clientele 
I N C R E A S E  I N C O M E  
$2,000 to $4,000 PER  YEAR
W ill not in terfere w ith your present practice— requires 
no assistant.
No books for the client to keep in  balance. 
E l im in a t e s  I r k so m e  D e t a il  and D u p l i­
c a t io n . You perform  the service in  Y our 
Of f ic e  w ith E a s e , S p e e d  and A cc u ra c y .
W e fu rn ish  all supplies W it h o u t  Co s t , and have an  in ­
teresting  and cooperative plan for A c t iv e  A cc o u n t a n t s  
to operate in  all cities.
Communicate with:
RIGOT & WISEMAN, INC.
ACCOUNTING SYSTEMS
Wheeling :: West Virginia
K
H E L P F U L  I N F L U E N C E S  
A R E  A C C U M U L A T I N G
No one can ring a gong when the bot­
tom is reached, as the bottom for all 
things is not reached at the same time. 
However, the recent improvement in com­
modity prices is leading to the hope that 
the turn has come in some directions.
In the West, the rise in hog and cattle 
prices is fostering increased confidence, 
and holds promise of renewed purchasing 
power among the farmers this Fall.
 
With the Home Loan Banks will come 
a measure of relief for many home 
owners, while the wider use of the trade 
acceptance is aimed at the stimulation of 
credit, and benefiting the individual mer­
chant and business man.
Adjournment of Congress relieves busi­
ness from further tax increases and agi­
tation for the balance of the year, but 
leaves us with adequate relief measures 
for the coming Fall and Winter.
 
The strengthening of bond prices has 
added hundreds of millions of dollars to 
the reserves of financial institutions, and 
bank and business failures are reported 
sharply reduced from recent levels. This, 
and other favorable factors, are tending 
to bring new issues of securities into the 
market.
Through the Glass-Steagall Bill the 
powers of the Federal Reserve Board 
have been broadened, and the committees 
of bankers and industrialists in the 
several Reserve districts are a t work 
bringing together worthy projects and 
dependable financing.
 
The capital of the Reconstruction  
Finance Corporation has been raised to 
four billion dollars—the largest sum ever 
entrusted to a single government agency 
for peacetime allocation—and is a strong 
influence for financial stability.
 
A t Lausanne, the leading European 
nations have found a larger common foot­
ing than at any time since the War. In 
Ottawa, the family of British Common­
wealths is meeting to consider its mutual 
problems in relation to World affairs. 
These deliberations may pave the way 
for a further and more effective meeting 
of the conference on reduced armaments.
 
Definite action on the St. Lawrence- 
Seaway project has added confidence to 
other hopeful conditions in the mid-west, 
while throughout the country there is a  
growing conviction that it is about time 
to make needed replacements, and to buy 
or build what may be needed or wanted 
in the next few months.
The accumulation of these, and other helpful influences 
should result in an increased confidence.
T h e  N a t i o n a l  P u b l i s h e r s ’  A s s o c i a t i o n
‘‘As the most nearly self-contained nation, we have within 
our own boundaries the elemental factors for recovery.”
Published In the Interests of a better understanding of the fundamental Influences at work for national betterment.
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 TH I S  N E W  B U R R O U G H S
SUBTRACTS as quickly and easily
as it ADDS
T O  S U B T R A C T
Merely set up the amount on 
the keyboard and depress the 
minus motor bar. The amount is 
instantly subtracted and printed.
T O  A D D
Merely set up the amount on 
the keyboard and depress the 
plus motor bar. The amount 
is instantly added and printed.
N o w  there is a compact, low-priced Burroughs for desk 
use that subtracts as fast and as conveniently as it adds.
Think what this means on any number of jobs in an account­
ing department, especially on work that requires the 
indication of a credit balance (CR).
There are many styles from which to select a model exactly 
suited to the work. Wide or narrow carriage, as desired.
For full particulars, telephone the local Burroughs office or 
write Burroughs Adding Machine Company, Detroit, Mich.
P R IN T S
C R  B A L A N C E
Subtracted am ounts are designated 
by the sym bol (— ). W hen th e to tal 
o f  subtracted am ounts is  greater 
than th e to ta l o f  added amounts, 
the m achine computes and prints 
the cred it balance autom atically 
and designates it  (C R ).
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T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
IN addition to its regular Course, the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the C. P. 
A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as 
no attempt is made to teach 
general accounting in this 
course. The instruction is 
pointed directly at the C. P. 
A. Examination.
Something more than a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
features o f the training are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers  in Account­
ing Law
100 questions and answers in Auditing
100 questions and a nswers in Theory  
of Accounts 
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner," 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. L A. examina­
tion, or (2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve
C .P . A, problems readily— 
many others with years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
Work with limited information. 
He has to construct defini­
tions. Very often it is neces­
sary for him to use unusual 
working sheets.
The C. P . A. Coaching 
Course given by the Interna­
tional Accountants Society, 
In c., prepares you to meet 
such conditions. The fee is $42, 
and the text consists of twenty 
lessons.
A SPECIAL booklet, “How to Prepare for the C. P. A. Examination," is now ready for those 
who are intended. For a free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c i e t y ,  Inc.
A Division of the ALEXANDER HAMILTON INSTITUTE
  To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.  
Send me the special booklet, “How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
Name Company.
Address...  
WHEN ANSWERING ADVERTISEMENTS MENTION THE CERTIFIED PUBLIC ACCOUNTANT
The Certified Public Accountant
DEVOTED TO TH E INTERESTS OF TH E C. P. A., HIS CLIENT, AND TH E PUBLIC W ELFARE
V o l u m e  X II SEPTEMBER, 1932 N u m b e r  9
Editor: D u ra n d  W. S prin g er . All communications should be addressed to the editor. 
Published monthly by The Accountants Publishing Company, National Press Building, Wash­
ington, D . C. Publication office: 1406 East Franklin Street, Richmond, Va. Subscription 
price: A year of 12 issues, $2.00; twenty cents a copy. Entered as second-class matter, January, 
1932, at the post office at Richmond, Virginia, under the act of March, 1879.________________
"Trouble is erratic and unreliable —  she makes bluffs as frequently 
as she makes good. Misfortune doesn’t fulfill every threat.”
 — H e r b e r t  K a u f m a n .
T h e  P r e s i d e n t ’ s  P a g e
A u f  W i e d e r s e h e n
By H e n r y  J. M i l l e r ,  C.P.A.
T HE fairest part of the day is its close. When the sun slips lazily to the horizon 
and paints the sky and clouds with a blend of many colors, tinting the earth 
itself with a flood of crimson and gold, a quiet beauty and a hushed stillness 
creep into the atmosphere and permeate the hearts and souls of men. A ting­
ling ease spreads through the body and the mind, quieted, gives itself naturally 
to reflection.
And so now as this is written—to be read in the sunset of this administration 
— the author reflects on the happenings of the past year, while penning a final 
word for the President’s Page.
The first thoughts resolve themselves into hope that the messages appearing 
here each month have held some little good, humbly realizing how little writ­
ten is really new, but hoping still, that even old facts restated have started a 
process of reasoning that will aid in further developing the profession.
The next thoughts are of appreciation for the many kind expressions of ap­
proval, which have encouraged one who is far from a writer, to persevere in 
his attempts to express honest opinions in readable messages.
Then the mind turns and reviews briefly what has been written, to see if 
aught has been omitted that should be stressed in this the final message. Noth­
ing presents itself not already known to the members of this profession. There 
is an old, old rule, however, that well could be repeated as the closing thoughts 
of your President.
In the age of barbarism, might was master. The club and lash were the 
most effective means of enforcing discipline. Those who broke the mandates 
of savage clans were felled with the club and tom with the lash. Fear— was 
the master that compelled observance of agreed rules.
Today— barbarism has been replaced by civilization. The use of club and
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lash is frowned upon or forbidden. Fear of physical punishment— and torture 
— has passed into oblivion. There still exists in some professional bodies, un­
fortunately, a club and lash, the more dreadful because they are not physical. 
The club and lash of merciless Publicity, that displays before the scandal seek­
ing eyes of a morbid public, minor as well as major failings. Punishment of 
this character is sometimes more cruel and more barbaric than that practiced in 
the Stone Age at the dawn of humanity.
Stating my individual opinion— Fear— physical or moral, is an unworthy 
guardian of the rules of any organization, professional or otherwise. Organi­
zation law observance depends upon education. Teach, with proper logic, that 
rules, framed after true Democratic consideration and free open discussion, 
should be obeyed not through Fear of punishment— but through a desire to 
observe the Golden Rule— and obedience will be wholehearted and complete. 
To be sure, there will be some offenders. Deal with them according to the 
Rules. Nothing can be gained by public display of the shortcomings of offend­
ing members, and boasts of numerous penalties imposed by the organization. 
Discipline the guilty, but let them go their way unheralded, cut off from asso­
ciation with their fellows, into the abyss of professional and economic oblivion, 
which is the inevitable end of those who fail to do unto others as they would 
be done by.
And now the setting sun, drops beneath the horizon. In the brief twilight 
of this administration— nothing remains to be said except a fond farewell. 
The task assigned has been pleasant— its memory will forever live. To all 
Presidents, in the years to come is pledged— continued service— sincere co­
operation such as the members of The American Society of Certified Public 
Accountants rendered this administration.
Goodbye —  no! —  Auf Wiedersehen!
A C h a n g e  i n  O u t l o o k
A man who ultimately attained success in his profession, in relating the story 
of the early part of his career, said that he spent six years in a job as a sales­
man of life insurance only to arrive at mental, physical and financial failure. 
Taking psychiatric stock of himself, he came to the conclusion that if he were 
ever to succeed it would have to be through strict observance of certain definite 
governing rules of thought and conduct which he formulated as follows:
1. Ambition. 4. Sense of proportion.
2. Determination. 5. Self-effacement.
3. Knowledge of subject. 6. Law of compensation.
During four years that he spent in manual labor for gaining robust physical 
condition, this man applied himself to storing up a broad knowledge of life 
insurance. At the end of that period he reembarked in the business of writing 
life insurance, but as a professional and not as the holder of a job.
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This man further testifies that close adherence to these rules caused him to 
forget the thing which principally concerned him during the six years of job- 
holding— the commissions— and that the paramount thing in his life became 
a desire to give his client the kind of protection especially suited to his situation, 
and the best of that kind. Thus, he made of himself a life insurance adviser, 
and in the course of steady progress became such to a class of men who desired 
life insurance in large amounts.
As a certified public accountant, are you selling a signature for only a fee 
or are you selling a service for the help it will be to your client?
C r e d i t
N a t h a n  B. W illia m s , W ashington, D. C.
Counsel of the National Association of Finance Companies
It is perfectly obvious that the fundamental living requirements of our 
population must and will be supplied, even were we reduced to barter.
It is equally obvious that the intelligence and capacity of our citizenship 
will not entirely junk our financial and credit systems.
The bubble of excess 'credit’ has all but completely disappeared; based, 
as it was in practice largely upon unsound conceptions of 'value’ ; conceptions, 
which applied to collateral and other dealings in bonds, stocks, real property, 
personality and all other forms of property, on an assumed or quoted 'market 
price’.
Farms and buildings of all kinds have had mortgages and mortgage notes 
placed upon such property; on an assumption of an appraisal value, which fre­
quently, if not in most instances, took little or no note of 'net earnings’.
A three-acre garden showing a net return is worth more than a three-hun­
dred-acre farm which shows no net.
A pop-corn stand on a street corner which earns for its owner a net of $3 
per day is worth more than a factory which is operating at a loss.
Credit based upon earnings is sound commercial credit, in that it will cur­
rently discharge its obligations, and pass its savings into the general reservoir 
of capital accumulations. This has been the satisfying actual experience of 
finance companies, devoted as they are to satisfying consumer credit, whether 
to the individual or the manufacturing plant requiring new or modernized 
equipment. In practice, such operations control credit into proper volume and 
force regular and complete amortization.
Banks are the natural and proper suppliers of credit. When they base such 
credit upon proven net earnings over a period of years, whether it be granted 
to an individual or a merchant, factor, or manufacturer, railroad, bus line, steam­
ship, or other, such may and will regularly liquidate itself and the past era of 
'frozen credits’ will pass to return no more. If it be a new enterprise which 
seeks credit accommodations, let careful account be taken of similar enterprises 
and their profitable experience.
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For businesses to determine that they will operate at a profit is socially 
necessary, and unless they can show such 'net’ they are not entitled to com­
mercial bank credit. Long term investors may take a chance if they like.
To operate at a profit, it may be, and perhaps is necessary for enterprises 
to restate their capitalization on the basis of average 'net earnings’ over a 
period of years. Now is a splendid time to start new and sound accounting.
W h y  a n  A n n u a l  M e e t i n g  ?
Under the organization plan of The American Society, whereby the mem­
bers in each State elect the representatives by corrspondence and the represen­
tatives in each district elect the directors by correspondence, the question has 
sometimes been asked, Why should there be an annual meeting ? W hat value 
is it? Why not have a convention of State representatives and a meeting of 
the Board of Directors and forget the annual meeting?
From the standpoint of mere business transacted at an annual meeting, why 
not? From the standpoint of benefits received, certainly not.
The annual meeting is an important part of any organization. It affords an 
opportunity for members from various sections to get together, exchange notes 
(non-negotiable), enlarge personal friendships, obtain a broader vision of the 
opportunities and limitations of the group of which one is a constituent part, 
listen to some speakers who have attained success in other lines of activity 
although closely related to yours, ask questions of more experienced members 
of your group, and enjoy the enthusiasms of those just starting out in their 
chosen career.
Incidentally it breaks the monotony of the daily grind, better fits one to 
attack the ever-changing problems with which he is constantly confronted, gives 
him something about which he will often think in the coming year when trying 
to solve his immediate problems. Most any annual meeting will produce 
enough ideas which, if adapted to one’s local problems, will many times repay 
the cost in attendance upon the meeting. So much from the absorption side 
of the question.
Why an annual meeting? Not only for what an individual who attends 
gets out of it but because of the opportunity which it affords him of dividing 
with others ideas which he has found helpful and plans which he has found 
workable, all with the aim of assisting his competitor,— yes. if need be— , 
co-worker— certainly, or fellow practitioner. Then there is the question of 
esprit de corps— that something which represents the difference between success 
and failure. Nowhere else can it be obtained in as large quantities as in con­
nection with an annual meeting, whether local, State or national.
The editor of a State bar journal recently answered this question in the 
following manner:
"Forget the drudgery of the daily office grind— it doesn’t bring in much
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money these days, anyhow— and come to the annual meeting.”
" If you hold your nose to the grindstone rough 
And keep it down there long enough 
In time you will think there is no such thing 
As brooks that babble or birds that sing.
These three will all your world compose:
Just you and your job and your blamed old nose.”
Directors, 1 9 3 2 - 1 9 3 3
F ir s t  D i s t r i c t — Charles F. Brooks, 99 East State Street, Montpelier, Vermont.
S eco n d  D is t r i c t— William C. Heaton, 207 Broad Street, Elizabeth, New Jersey; 
Simon Loeb, 521 Fifth Avenue, New York City.
T h ird  D is t r i c t— Ernest Crowther, 239 Fourth Ave., Pittsburgh, Pennsylvania.
F o u r t h  D is t r i c t— Walter D . W all, 4 4  West Gay Street, Columbus, Ohio.
F i f t h  D i s t r i c t — Eric Louis Kohler, 1 LaSalle Street, Chicago, Illinois.
S ix th  D is t r i c t— Irvin W . Imhof, Lincoln Bank Building, Louisville, Kentucky.
S e v e n th  D is t r i c t— Nelson E. Taylor, Bright Bldg., Greenwood, Mississippi.
E ig h th  D is t r i c t— Herman C. J. Peisch, McKnight Bldg., Minneapolis Minne­
sota.
N i n t h  D i s t r i c t— Parry Barnes, Pioneer Trust Bldg., Kansas City, Missouri.
T e n t h  D is t r i c t— Darby Sere, Pere Marquette Bldg., New Orleans, Louisiana.
E l e v e n t h  D is t r i c t— Henry M . Thomson, C. C. Chapman Bldg., Los Angeles, 
California.
T w e l f t h  D is t r i c t— Ray H. Lesher, Guaranty Building, Portland, Oregon.
O f f i c i a l  N o t i c e
August 20, 1932.
By authority of Article X I of the Constitution the amendments to the Con­
stitution submitted to the members under date of June 19, 1932, are declared 
effective as of this date. In all cases more than two-thirds of the members 
voting thereon within a period of two months from the date of the mailing of 
the ballots voted in the affirmative.
H e n r y  J. M i ll e r ,  President.
B o a r d  o f  D i r e c t o r s
The last meeting of the 1931-’32 Board of Directors will be held at the Clay­
pool Hotel, Indianapolis, Tuesday morning, September 27, at nine o’clock. The 
first meeting of the 1932-’33 Board will be held at the same place Tuesday 
afternoon at five o’clock.
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PROGRAM
E l e v e n t h  A n n u a l  M e e t i n g
The A m e r i c a n  S o c i e t y  
o f  C e r t i f i e d  P u b l i c  A c c o u n t a n t s
HOTEL CLAYPOOL 
INDIANAPOLIS, INDIANA
MONDAY, SEPTEMBER 26
M o r n in g  —  Registration.
A f t e r n o o n  —  Golf Tournament, Avalon Country Club.
E v e n in g  —  Dancing and Cards.
TUESDAY, SEPTEMBER 27 
M o r n in g —  1931-1932 Board of Directors Meeting.
Ladies’ Bridge Luncheon —  Meridian Hills Country Club.
A f t e r n o o n  —  I. Annual Convention of State Representatives.
Chairman, R a l p h  W. E. C o l e , California.
(1) Increasing Demands on Certified Public Accountants.
( 2 ) Relationships Between The American Society and State Societies.
(3) An Accounting Fraternity or An Accountancy Profession.
(4) Question Box.
II. Meeting 1932-1933 Board of Directors, five o’clock.
E v en in g  —  I. Round Table —  State Board Problems.
Chairman, E dward J. St eg m a n , Chairman Maryland State Board.
(1) Fundamentals of Accountancy Legislation.
(2) Required Professional Standards.
(3) Interstate Regulations.
(4) Complaints and Hearings.
(5) Questions.
II. Entertainment —  Cabaret Supper Dance.
W EDNESDAY, SEPTEMBER 28
M o r n in g  —  Program Session.
P atr ick  F. C r o w l e y , Massachusetts, Second Vice-President, Presiding.
Invocation, D r . F r a n k  S. C. W ick s , All Souls Unitarian Church.
Address of Welcome, H o n . H a r r y  G. L e s l ie , Governor of Indiana.
Response, H e r m a n  C. J. P eisc h , Minnesota, Chairman Advisory Board. 
President’s Address, H e n r y  J. M il l e r , Louisiana.
Officers and Committee Reports.
"Some Problems of the Last Three Years,” A r t h u r  H. C a r t er , New York. 
Ladies’ Luncheon and City Tours —  Indianapolis Athletic Club.
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A f t e r n o o n  —  I. Round Table —  State Society Problems.
Chairman, A r t h u r  H. Ca r t e r , President New York State Society. 
(A n  Experience Meeting).
(1) Basis of State Society Membership.
(2) Relation of State Society to State Board.
(3) Chapter Organization.
(4) Competitive Groups.
(5) Professional Publicity.
(6) Group Relationships.
(7) The Small State Society.
II. Meeting 1932-1933 Board of Directors, five o’clock.
E v en in g  —  Keno Party and Order of Twelve.
THURSDAY, SEPTEMBER 29 
M o r n in g  —  Program Session.
Ra l p h  W . E. C o l e , California, First Vice-President, Presiding.
I. "Cooperation Needed to Reduce Public Expenditures,”
G eo rge  W .  R o ssetter , Illinois, President Chicago Association of Commerce.
II. Round Table —  Everyday Troubles.
Chairman, H e n r y  J. M il l e r , Louisiana.
(1) Training and Supervising Staff Accountants.
(2) Developing New Practice.
(3) Maintaining Adequate Fees.
(4) Collection Policies.
Ladies’ Musical Luncheon —  Marott Hotel.
A f t e r n o o n  —  Program Session.
H e n r y  J. M il l e r , Louisiana, President, Presiding.
I. "Income Tax Regulations,”
H o n . D avid B u r n e t , Washington, D .C ., Commissioner of Internal Revenue.
II. Round Table —  Technical Problems.
"Corporate Reports to Stockholders,” Chairman, E. L. K o h l e r , Illinois,
Chairman Committee on Technical Affairs. 
E v e n in g  —  Banquet and Dance —  James Whitcomb Riley Room;
Speaker, M er ed ith  N ic h o l so n .
Registration Fee (covering all entertainment features) : Gentlemen, $10.00; Ladies, $7.00.
 
N ote —  Practically all railroads will sell round-trip tickets on Tuesdays and Saturdays dur­
ing September, good for thirty days, at a fare and a half rate. From certain sections a tourist 
thirty-day ticket is still cheaper. Very low special summer rates are available from a number of 
points for Warsaw, a lake resort near Indianapolis, which tickets can be validated at Indian­
apolis. A little advance “shopping around” as to rates will save you money.
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T h e  E n t e r t a i n i n g  C i t y
I NDIANAPOLIS has pledged itself to en­
tertain the delegates and visitors at the 
eleventh annual meeting of The American 
Society of Certified Public Accountants, Sept. 
26-29, in a most satisfying manner, and to 
do everything in its power to keep that agree­
ment. Everything is in readiness for a royal 
welcome for the host of accountants who 
shall accept the hospitality of the Hoosier 
capital.
The excellent program, which is outlined 
elsewhere in this issue of T h e  C e r t if ie d  
P u b l i c  A c c o u n t a n t , suggests a splendid 
opportunity for members to have a profitable 
time together. Local committees on arrange­
ments have been busy to complete last min­
ute details of another genuine Indianapolis 
hospitable "get-together” series of entertain­
ment.
There will be plenty of opportunity for 
guests of the city to have a good time and 
"look over” the city. Meredith Nicholson, a 
nationally known author, who is proud to call 
Indianapolis "my home town,” has referred 
to Indianapolis as "a city of vision, the place 
where dreams come true,” and accountants 
may rest assured that everything necessary 
for a real convention will be in evidence in 
Indianapolis. There is probably no place in 
the entire country to be compared with In­
dianapolis as a "convention de luxe city,” 
and accountants will go back to their respec­
tive cities with renewed vision and courage.
There is an accepted maxim in Indianapolis 
for all strangers within its gates: "Just ask 
anyone.” That will apply for the delegates 
and visitors attending the convention of The 
American Society of Certified Public Account­
ants in Indianapolis. So many conventions 
have been held in the city that helping con­
ventionites to "get their bearings” has be­
come an adopted custom, and politeness- 
personified prevails at all times. Accountants 
will find all classes of citizens, from news­
boys to bankers, eager to extend hospitality 
and courtesy. Yes, "Just ask anyone.”
City officials, from His Honor, Mayor 
Reginald Sullivan, down, have become im­
bued with this spirit of helpfulness and kind­
ness. In fact, you don’t need a convention 
badge to obtain any of the common courtesies
in Indianapolis, many convention visitors 
have commented. And the "tipping” system 
is at a very low ebb in the city: some con­
vention guests have marvelled at the type of 
service available at hotels, restaurants and 
other places without investments in "sooth­
ing itching palms.”
Practically all of the "big guns” in the 
local accountancy field have signified their 
eagerness to "show off” their city in the right 
way, and representatives of many of the out­
standing accountants’ organizations in other 
cities have shown a marked interest in com­
ing to Indianapolis this year.
With the wane of summer, the last week 
of this month should present a propitious 
weather program. September in Indianapolis 
is generally excellent as far as weather is 
concerned. The trees should be assuming 
their early fall tints of glory and the skies 
should be blue. Hoosier farmers will be gath­
ering their fall crops. And business is on 
the upgrade in the city!
The Indianapolis Convention and Publicity 
Bureau has pledged all of its facilities in 
handling registration, assisting in publicity, 
helping to make final arrangements, smooth­
ing out any eleventh-hour problems, and will 
be "on the job” to see that everyone is prop­
erly welcomed and accommodated, acccording 
to Henry T. Davis, secretary-manager.
There will be plenty of hotel accommoda­
tions available—there always has been, even 
with much larger conventions. The conveni­
ence of hotels in the downtown section has 
been appreciated by countless hundreds of 
conventions. An "iron-clad” contract protects 
conventions from "rate-boosting.”
Assume your most critical attitude, ac­
countants of America, when you arrive in 
Indianapolis, and, after your visit, local ac­
countants and others challenge any justified 
grounds for complaints —  they believe their 
record for fair-play and hospitality in the past 
will be upheld in every regard this year.
Come prepared to have a most happy visit, 
a busy round of convention sessions, enter­
tainment of many kinds, and many fine social 
and professional contacts. Indianapolis is 
waiting with genuine eagerness to welcome 
members of The American Society.
All aboard for Indianapolis, Sept. 26-29.
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F a m o u s  F a i l u r e s  a n d  I n f a m o u s  S w i n d l e s
By W. M . M c A l is t e r , Pittsburgh School of Accountancy.
R ECENT disclosures arising out of the will 
of the late Ira S. Bassett, former business­
man-evangelist of Pittsburgh, have concen­
trated public interest in various plans produc­
tive of extreme returns. Current information 
seems to indicate that Mr. Bassett, although 
an adept evangelist, was an even more suc­
cessful financier. His devices are reminiscent 
of other plans of predecessors in the realm of 
mistaken financing, all with the same object— 
broadening the notoriously fleeting smile of 
Dame Fortune. At least half a dozen parallel 
cases immediately present themselves; all are 
remarkable commentaries not only upon indi­
vidual morals or ethics, but also upon mob 
psychology and the common urge to "get rich 
quick.”
This general cupidity is, of course, to the 
unscrupulous or over-zealous promoter as a 
dew-laden flower is to a honey-bee; there is 
also, little difference in the amount of resist­
ance displayed by either the flower or the 
"investor.” The flower can be excused; na­
ture deprived it of safeguards against the 
plundering insect, but every potential investor 
has a thinking mind which, if properly train­
ed, can exercise perception and choice. Such 
mental processes usually are sharpened by ex­
perience, the price of which is exorbitant, 
simply because of the investor’s lack of basic 
knowledge.
If anything can act as a shortcut to this 
basic knowledge, it is probably an examina­
tion of historical cases illustrative of the sharp­
ers’ guile or methods. The editor feels that, 
by reading these few selected cases, the first 
lesson in experience will be learned by poten­
tial investors.
T h e  M ississippi Sc h e m e
The death of Louis XIV, in 1715, left 
France in extreme depression. His long and 
splendid reign had so impoverished the pub­
lic treasury that the regent, the Duke of Or­
leans, soon discovered that the problem was 
not one of political science, but of public fi­
nance. In the face of an overburdening na­
tional debt and official corruption of immense 
proportions, every legitimate plan for relief 
had a disconcerting habit of failing before 
it could even be given a fair trial. Small 
wonder, then, that the desperate regent should 
be a willing listener to the suggestion of an 
earnest Scotchman whose name, sardonically 
enough, was Law.
To properly understand his scheme, it is 
necessary to trace the man’s development.
The son of a successful Edinburgh gold­
smith, John Law had learned, during adoles­
cence in his father’s counting-room, the fun­
damentals of money; where he acquired his 
phenomenal understanding of the principles 
of credit is a mystery, unless his unusual talent 
in mathematics naturally led him to this per­
ception. After his father’s death, he removed 
to London, where his substantial patrimony 
was soon transferred to gamblers more pro­
fessional than he. One vice led to another 
and, before he had left his ’teens behind, we 
find him a fugitive from English justice after 
his escape from prison; he had aimed straight 
at the heart of his antagonist in a duel, while 
his unfortunate opponent’s hand had wavered 
by an important fraction of an inch at the 
crucial time.
Seven decades later, a duel ended the career 
of the famous American financier, Alexander 
Hamilton, but a duel was the beginning of 
John Law’s meteoric financial life. For almost 
a quarter of a century he wandered about 
Europe, a professional gambler, whose mathe­
matical bent minimized chance in his gam­
ing. During his travels, he minutely studied 
the banking system of every country, and 
finally the possibilities of paper currency, is­
sued by a land bank, became an obsession 
with him, but he could not convince the vari­
ous sovereigns of its practicability.
At last his opportunity arrived, and, after 
a secret audience with the Regent of France, 
he was granted a charter for the Company of 
the Indies, which was immediately merged 
with the Royal Bank of France; the com­
bined capitalization was one hundred mil­
lion livres (about $20,000,000). The new
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organization was given a monoply of the 
French colony of Louisiana, and all the up­
reaches of the Mississippi River; it also was 
impowered to issue bank notes with these 
lands as security.
Since the regency was practicing period­
ical debasement of the coinage, and Law’s 
notes were redeemable in gold or silver bul­
lion of unquestioned fineness, it was not sur­
prising that the new notes were accepted at 
par, while government coins circulated at 
a discount. In the popular mind, the Com­
pany of the Indies became obviously more 
solvent than the government; optimism was 
restored, and the company’s stock began to 
creep upwards from the original market 
value of 160 livres. Speculation in the shares 
began.
Once started, the volatile, excitable French 
public knew no restraint. The most out­
rageous stories are related concerning this 
period, when Law was a demigod to peer 
and peasant alike. Trading in the shares be­
came so extensive that the gardens of the 
Hotel de Soissons were utilized as a stock 
exchange. All prices bounded upward, and 
the nation was "saved.” Prosperity had its 
seamy side, however.
The ease of recovery misled the Regent, 
who supposed the plan infallible; conse­
quently, he ordered the bank notes increased 
one hundred per cent. When a billion livres 
were outstanding, the wiser ones redeemed 
in bullion and removed it from the country. 
Inevitably, the company found itself unable 
to continue payment in specie and, when it 
suspended, the "bubble” broke in 1720, to 
the consternation of all France (and most of 
Europe), and to the bankruptcy of Law and 
his brother. Thus ended the first great period 
of inflation; French commerce was paralyzed 
for almost a decade.
T h e  So u t h  Se a  B u b b l e
Up from the ranks of the English scriv­
eners came John Blunt. His name, too, was 
satirical; a less blunt person would have been 
hard to find. He was a master of tact, a 
financial strategist of the first order. By dint 
of hard work and marvelous perspicuity, he 
became manager of the directors of the South 
Sea Company, the British United States Steel 
Corporation of the time. Knighted by King 
George I for his commercial supremacy,
Blunt seemingly had reached the peak; but 
the man’s restless temperament drove him 
relentlessly onward.
Casting about for new worlds to conquer, 
he conceived a daring plan. His company, 
in the nine years since its chartering in 1711, 
had achieved such an enviable record of earn­
ings (from its monopoly on all British trade 
with the Crown’s South Sea colonies) that 
it was second only to the Bank of England 
in public esteem. The English national debt 
at the beginning of the third decade of the 
eighteenth century had reached the stagger­
ing total of £30,000,000 sterling (almost 
$150,000,000). Danger of default was im­
minent, and public credit jeopardized.
Blunt approached the Chancellor of the 
Exchequer with the astonishing offer to as­
sume the entire public debt, in exchange for 
wider monopolies. Over the determined but 
futile opposition of Robert Walpole, the offer 
was accepted by Parliament. The South Sea 
Company’s capitalization was forthwith in­
creased, and the claims of the creditors of 
the Crown satisfied with shares of stock.
A publicity drive by Blunt and the com­
pany’s secretary, Craggs, aroused the avarice 
of the public with stories of the immense 
gold and silver deposits of Peru, Ecuador, 
and the rest of the western coast of South 
America. It was generally overlooked that 
all this territory, politically and commercially, 
was embraced in the realm of King Philip V 
of Spain. When pessimists did remark upon 
that fact, the deluded public minimized it 
with the categorical prophecy that "Blunt 
would handle Spain.” A share of South Sea 
stock, which in 1715 was worth 150 shill­
ings, had been bid up to 300 by 1720 in 
Exchange Alley, the center of stock-jobbing 
in London.
Manipulation moved the price up to 400, 
then to 500. The Alley, from dawn to dusk, 
presented the wildest scenes of speculation. 
Advantage was quickly taken of conditions 
by more unscrupulous promoters, until the 
South Sea Company, in order to increase the 
bidders for its own stock, had other "bub­
bles” legislated out of existence. At one 
blow, therefore, investors who had subscribed 
to these other schemes, about two hundred, 
with a total capitalization of approximately 
£300,000,000! —  were ruined, and ’Change 
Alley deserted. At the time that the Missis­
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sippi bubble had burst across the Channel, 
South Sea stock was selling at 1000; less 
than two months later, a stockholder was con­
sidered fortunate when he could find some­
one to pay him 150 for his shares.
The effect upon the nation luckily was pre­
vented from being disastrous by the quick 
action of the Bank of England, which re­
stored confidence in a comparatively short 
time. Blunt and his colleagues were heavily 
fined, but that did not avert the bankruptcy 
which overtook thousands of those who had 
plunged into the maelstrom of speculation.
T h e  F r a n k l in  Sy n d ic a t e
It is a far hail from England of 1720 to the 
United States of the late nineteenth century, 
but that there had been little change in public 
credulity is proved by the ephemeral success 
of William Franklin Miller. From March to 
November, 1899, "520 Per Cent” Miller was 
busily engaged in opening his tremendous 
mail, the volume of which was incongruous 
in his surroundings; his office was a plain 
shack in Brooklyn, devoid of any luxury.
Representing himself to be in possession 
of valuable stock market information, his 
ability to convince his prospects was prodigi­
ous, especially since he operated by mail. The 
Franklin Syndicate, as it was called, prom­
ised 520 per cent annual profit to its mem­
bers, and was a swindle of the first magni­
tude. Miller’s fellow conspirators, Edward 
Schlesinger and Louis Powers, were arrested 
on the same day that the "master-mind” was 
taken into custody. The next morning’s mail, 
opened by the authorities, yielded checks, 
money-orders, and cash to the amount of 
about $80,000.
It is believed that Miller’s scheme fleeced 
the public of almost ten million dollars in 
less than nine months; truly, America was 
the land of opportunity.
C a ssie  C h a d w ic k
Providence has not made financial ability 
a purely masculine trait; this is admirably 
shown by the career of Elizabeth Bigeley, of 
Eastwood, Ontario. Although a Canadian by 
birth, she came to the United States in her 
youth and embarked upon the "primrose 
path” from choice. A short-lived marriage 
to Dr. Chadwick, of Cleveland, gave her the
entry into society which she so greatly craved. 
Following her divorce, she engineered the 
circulation of rumors about herself. The most 
persistent one was that she was the natural 
daughter of Andrew Carnegie, who had just 
retired from his steelmaking activities.
By a clever ruse—that of calling upon the 
former steelmaster at his New York home 
in the sight of Cleveland friends— she tacitly 
gave credit to the current gossip. Several days 
later she entrusted to Ira Reynolds, secretary 
of the Wade Park Banking Company of 
Cleveland a package for deposit. Her at­
tached memoranda listed the contents as a 
trust deed for $10,246,000 and two notes 
(one for $5,000,000 and the other for $1,- 
250,000), all signed by Andrew Carnegie. 
An hour or so after her departure, she tele­
phoned Mr. Reynolds, requesting a duplicate 
memorandum, claiming that she had lost her 
copy. The obliging secretary sent a messenger 
to her home with a receipt for the full 
amount, signed by himself!
It was ridiculously easy for her, after that, 
to arrange extensive loans from the Citizen's 
National Bank of Oberlin, Ohio, by using the 
receipt as collateral. Naturally she was ap­
prehended, but the victimized bank and sev­
eral of her creditors were ruined, since her 
bundle had contained only folded newspapers.
The amazing part of this entire episode 
is the ease with which her representations 
could have been confirmed, but no one seemed 
to take the trouble.
PO N ZI
In 1882, Parma, Italy, witnessed the birth 
of a child whom his parents called Charles 
Ponzi.
Little was heard of him for many years 
after that. His first entrance into general 
news was his arrest for forgery by the Mon­
treal bank in which he had been a clerk.
The United States was the host of this 
promising Italian shortly after his arrival in 
this country, since he spent a term in the 
Atlanta penitentiary for a violation of the 
immigration laws.
Boston was his next center of activity. In 
that commercial city he opened an office, an­
nounced by mail, for the transaction of for­
eign exchange business. In 1719, John Law 
had been preaching inflated currency to a
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gullible public; exactly two hundred years 
later, this modern Law was promising his sup­
porters fifty per cent return upon their in­
vestment, in forty-five days. His scheme was 
rendered plausible by the dislocation in for­
eign exchange rates existing after the World 
War.
To quote from Arthur B. Reeve’s article 
in the World’s Work for November, 1920: 
''Ponzi’s plan was based on the differences 
in exchange rates of the various countries 
and upon the fact that International Postal 
Reply Coupons, bought and sold at rates de­
termined by treaty between the various coun­
tries, had not reflected the depreciation of 
the currencies in the war-stricken area of 
Europe.” In other words, send one dollar to 
Germany, transfer it into stamps, redeem it 
in cash in a Postal Union country, France for 
example, and get the equivalent of two dol­
lars in American money for the francs so 
procured.
The division of profits was frankly stated 
in the prospecti mailed to potential clients. 
Foreign correspondents were to get one-half 
of the 400 per cent return prophesied, Ponzi 
would receive one-quarter, and the remainder 
would be divided equally between investors 
and operating expenses.
Public credulity never alters much; plans 
for imposing upon it only grow more com­
plex. Ponzi’s dividend payments were made 
regularly, but when profit from operations 
was lacking, he redeemed his dividend cou­
pons with any cash available, usually the 
receipts from new subscribers to his plan.
Everything was progressing splendidly and 
over $14,000,000 had been entrusted to the 
twentieth century Plutus, when an inquisitive 
Bostonian discovered his past record in Mon­
treal. A run started upon the bank with 
which he was affiliated (the Hanover Trust 
Company, of which he was a director) and, 
although it paid out a half million dollars 
daily for a surprising number of days, the 
end was inevitable.
Convicted of using the mails to defraud, 
Ponzi made his third entrance into a penal 
institution, but this justice could not restore 
their savings to the tens of thousands of peo­
ple who had trusted another Wallingford.
L o r d  K y l s a n t
December 3, 1931, witnessed a strange
sight in England; a man almost seven feet 
tall, dressed as if for a directors’ meeting, 
even to a silk hat, turned into Wormwood 
Scrubs Prison in London.
Nor was he visiting. He was Lord Kylsant, 
a direct descendant of King Vortigern, who 
fought against the invading Saxons in the 
dawn of English history, and, peer or no peer, 
was beginning to serve a sentence of one 
year, imposed upon him by an English court 
for his swindling operations.
Bearer of a dozen titles, director in twice 
as many companies, and familiarly called the 
"Pierpont Morgan of England,” Lord Kylsant 
had established himself, several years ago, as 
the head of a billion-dollar shipping combine. 
The power of this organization and its public 
regard is strongly reminiscent of its noisome 
antecedent, the South Sea Company.
In 1926, the Royal Mail Steam Packet 
Company, of which Lord Kylsant was man­
aging director, lost $4,023,315. By "adjust­
ing” secret reserves and overly conservative 
depreciation accounts, he was able to render 
a public report that the company had made 
a profit of about two million dollars.
Business went from bad to worse, and in 
the next two annual reports, he felt it neces­
sary to practice the same deceit. In 1928, the 
company sold £2,000,000 of its bonds to in­
vestors, who bought with due respect for the 
falsified statements. Not very long after the 
flotation of these "securities” the Royal Mail 
and its subsidiaries necessarily underwent re­
organization or, as Americans would say, 
crashed. The failure was well-nigh complete; 
even the bonds are now subject to a morato­
rium of indefinite duration.
And so, the England that feverishly ruined 
itself in South Sea shares in the ’Change 
Alley of 1720 now watches the Lord of Car­
marthen at his prison routine, over two hun­
dred years later.
Sk in s  a n d  H y m n s
Countless ventures of an ill-advised nature 
have victimized the American public, despite 
such precautions as blue-sky laws and the like, 
but of primary importance at the present is 
the Bassett affair; at least, to Pittsburghers 
it is the most interesting of the many.
Thirteen years ago Ira S. Bassett was ad­
judged bankrupt. He had been a local evan­
gelist of considerable ability in the art of
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saving souls at his high-pressure revivals, 
with their attendant prayers, testimonials, ex­
hortations, and hymns. So much of his en­
ergy had been spent upon things spiritual 
that the evangelist had neglected to satisfy 
his many creditors; nor could he. He was 
not, neighbors said, a "man of business.”
Perhaps not, but in the years that followed 
his bankruptcy, according to current newspa­
per reports, he went about, making very fav­
orable transactions with his sometime credit­
ors involving their releases. A few idly won­
dered about the source of his seemingly suffi­
cient income, but there the matter rested.
It probably would still be a mystery (as in­
deed, it fundamentally remains), but for Mr. 
Bassett’s ill-timed death this last October. 
There was some difficulty about probating his 
will, his daughter submitting a letter from 
her father revoking the protested will.
In the following investigation, breathtak­
ing disclosures were the rule. If news articles 
are to be trusted, Bassett was a modern John 
Jacob Astor with respect to the fur industry. 
It is estimated that at least a hundred mil­
lion of dollars were mobilized by Bassett 
for the purchase of contraband Russian furs; 
less conservative appraisers believe the figure 
to be nearer to half a billion.
The money was spent in many ways: pur­
chasing stolen and otherwise forbidden furs, 
bribery of the officials of various govern­
ments, the employment of an international 
espionage system, and arranging for an out­
let in many devious ways.
Those to whom Bassett promised profits 
of unbelievable proportions supplied the cash. 
Because of the clandestine nature of the busi­
ness, it is well-nigh impossible to gather de­
tails of operation, or the names of the more 
important backers, but an undercurrent of ex­
citing rumors is significant that a curious 
public has some basis for ferreting out more 
direct data.
One example of the immensity of the pro­
ject is a single demand note for $10,000,000 
left behind by Bassett. Numerous other cred­
itors have appeared, with claims of alarming 
totals.
The profits? Gossip says that they will be 
found, in cash and bonds, when a safe-de- 
posit vault is opened in a nameless southern 
city. It is all very mystifying, but hauntingly 
engaging. For pure romance, the project
seems to have no equal. Perhaps, when the 
truth is sifted out, Bassett will be vindicated 
as a modern captain of big business; perhaps 
the evidence will show that, in truth as well 
as in slang, it was just another "skin-game.”
Su m m a r y
To a depression-ridden world, it is not 
very considerate to thus historically lampoon 
distress, but any agent which can convert a 
prospective victim of prosperity to that con­
servatism which is the hallmark of your true 
investor, is doing a public service.
Methods are always different —  there are 
many ways of "skinning the cat,” but the 
one skinned is always the cat—the guileless 
truster of one making fabulous promises.
Human nature is hard to change. Remem­
ber, many centuries have passed since the 
famous English writer Defoe penned these 
lines:
"Some in clandestine companies combine; 
Erect new stocks to trade beyond the line; 
With air and empty names beguile the town, 
And raise new credits first, then cry ’em down; 
Divide the empty nothing into shares,
And set the crowd together by the ears.” 
There let the case rest.
NOBODY
If nobody’s noticed you, you must be small; 
If nobody’s slighted you, you must be tall; 
If nobody’s bowed to you, you must be low; 
If nobody’s kissed you, you’re ugly, we know; 
If nobody’s envied you, you’re a poor elf;
If nobody’s flattered you, you flatter yourself. 
If nobody’s cheated you, you are a knave;
If nobody’s hated you, you are a slave;
If nobody’s called you a "fool” to your face, 
Somebody’s wished for your back in its place. 
If nobody’s called you a "tyrant” or "scold,” 
Somebody thinks you of spiritless mould.
If nobody knows of your faults but a "friend,” 
Nobody’ll miss them at the world’s end.
If nobody clings to your purse like a fawn, 
Nobody’ll run like a hound when it’s gone,
If nobody’s eaten your bread from your store, 
Nobody’ll call you a "miserly bore.”
If nobody’s slandered you—here is our pen— 
Sign yourself "Nobody” quick as you can.
—Anon.
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C l a s s i f i c a t i o n  o f  A c c o u n t i n g  S e r v i c e s *
By J o h n  T. M a d d e n , C.P.A., New York City
I F accounting is to be a science it must have
its terminology and its method. Many 
years ago Professor Jackson was Chairman 
of the Committee on Terminology for the 
American Institute. He framed a series of 
definitions which were published in the 
Journal o f Accountancy and he asked for 
comments by members of the profession. In 
reply he received rather lengthy communica­
tions from two college professors, Saunders, 
of Harvard, and myself. No member of the 
profession replied. The poor college pro­
fessors labored under the delusion that ac­
countants were interested in "terms” other 
than those which had to do with the income 
from fees account!
Now, today, we find widespread discus­
sion and much constructive work on the sub­
ject of classification of accountancy services. 
It is a sign of progress to note that the mem­
bers of the profession are taking a more active 
part in this movement than they did in the 
matter of terminology.
I think that I may speak in behalf of my 
colleagues in the educational field in saying 
that those of us who are preparing students 
for the field of accountancy need to have a 
statement from the profession as to its aims 
and purposes. We would like to see both 
the New Jersey Society as well as others go 
on record as cooperating with the educational 
institutions by approving and promulgating 
the report of its Committee on Classification 
of Accountancy Services and Certificates.
Illogical attempts are made in some quar­
ters to reason by analogy in comparing the 
services of the accountant in his professional 
relations with those of the lawyer or the 
doctor. The lawyer is definitely regulated by 
a code of procedure, by common law and by 
statutes. The doctor is regulated, to a cer­
tain extent, by well developed principles 
which form the body of knowledge known 
as the science of medicine. But owing to the
*Last fall the New Jersey Society of Certified 
Public Accountants devoted an evening to the dis­
cussion of this subject. Dean Madden being un­
able to be present, sent this statement of his views.
fact that each one of us as individuals has a 
different biological inheritance, there are oc­
casions when the doctor must throw his 
science of medicine out of the window and 
practice the art of healing. The business 
facts with which the accountant deals are 
dynamic as well as static. The accountant is 
not dealing, however, with a subject so com­
plicated and variable as the biological speci­
men of the doctor, and he may classify his 
professional services along the well conceived 
and well directed lines which the Committee 
on Classification has laid down.
Owing to the apathy of professional ac­
countants and their lack of aggressiveness, 
what is actually taking place? The terms of 
their profession are being defined for them 
by lawyers and financiers in indentures and 
agreements. The stock exchange and other 
non-professional organizations are attempting 
to legislate or issue directions in matters 
wholly within the province of the accounting 
profession. And so we, too, in the schools 
will be forced to teach in accordance with 
our own lights if the members of the profes­
sion shall not point the way. That is to say, 
we of the schools by preponderant majority 
will accept, unhesitatingly, as a teaching 
standard the outlines of the classification 
which has been discussed and quite generally 
agreed upon. Our graduates, in five and ten 
years hence, will be occupying positions of 
responsibility; they will have been taught the 
advantages of classification, and when it 
comes to receiving accountants’ reports or to 
employing accountants they will have very 
definitely in mind the classification which 
has been taught to them and will insist that 
the accountant model his program along the 
lines of their earlier teaching. I could men­
tion countless instances of the influence of 
the schools which has crystallized subse­
quently in business conduct and business life. 
The members of the profession must remem­
ber that we are not only preparing for the 
profession but a large percentage of our 
graduates do not enter the field of private or 
public accountancy. These men become own­
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ers or managers of business and employ pub­
lic accountants. Nevertheless they have been 
taught accounting, and the teaching has made 
a very definite impression upon them.
I know that you can bring pronouncements 
by other men engaged in the field of educa­
tion in support of the classification. I refer 
to statements by such men as Himmelblau, 
Kohler and Elwell and others who are not
only engaged in actual practice but also en­
gaged in teaching, and therefore I urge with 
all the emphasis I command, that the New 
Jersey Society shall do its part in supporting 
and promulgating the most significant proj­
ect for the benefit of the profession and the 
business community which has come before 
the accountants as a group in my twenty-odd 
years of acquaintance in this field.
A n  A i d  t o  B e t t e r  C r e d i t  R a t i n g
By Louis R e s n ik , C.P.A ., Lynn, Mass.
U NQUESTIONABLY one of the major 
 causes of this and other depressions is 
the hectic extension of undeserved credit. A 
period of prosperity creates a feeling among 
sellers that good times will never end; pro­
duction is at peak points; orders keep pour­
ing in; credit is given without thought as to 
the merit of the buyer; and sales, sales, sales 
is the only consideration.
The sellers have not the time to properly 
investigate costs and credit risks. They are 
too busy selling. They forget that one large 
credit loss may wipe out the profits of sev­
eral years business. If a concern having a net 
profit of 10% after allowing for normal bad 
debt losses, suffers a loss of $40,000.00 
through ill-advised credit extension, the prof­
its on $400,000 worth of sales are dissipated.
This has happened many times in the past 
year, particularly in the shoe industry. In 
fact, several factories were forced to liquidate 
because of the failure of their largest account 
receivable.
The trouble is not entirely with the credit 
grantor, nor is it with the agency which rates 
the buyer, nor is it with the buyer. The real 
fault is with the system by which credit is 
granted.
When the seller receives a large order from 
a new buyer, he very likely will call upon 
the agency for a report as to the credit of the 
buyer. The agency may have a current report. 
If not, a special agent is sent to the buyer and 
a signed statement of the buyer’s financial 
condition is obtained. In addition the agent 
gets a history of the enterprise, the experi­
ence of the owners, names of banks dealt 
with and names of creditors. From the banks 
and creditors are obtained the debt paying
experience—prompt, discounts, or slow— and 
the amounts due and past due. In the report 
to the seller, the financial statement is analyzed 
and compared with prior statements, changes 
are commented upon, and the above informa­
tion relayed to the seller with or without a 
recommendation as to the amount of credit, 
based on the net worth and method of pay­
ment. Some sellers make it a point to secure 
periodic reports on their larger accounts. A 
great many do not.
The first flaw in - this method of credit 
granting is when the special agent obtains a 
signed statement. The buyer will certainly 
not present a poor statement. Thus even 
though cash may be in a closed bank he might 
still include it in the cash item without ex­
planations. He might treat as cash personal 
accounts which he intends to repay shortly 
but which have not been paid back at date 
of balance sheet. He might have drawn a 
large number of checks which had not been 
issued at date of balance sheet but had been 
entered on books. This would affect the cur­
rent ratio. He might include as accounts re­
ceivable, accounts which are known to be bad 
but which he had not yet charged off. There 
are any number of these things he might have 
done which in themselves are not fraud but 
which would improve his financial condition 
beyond its actual value.
Instead of getting a signed statement from 
the buyer, the agency should insist on getting 
a report from a certified public accountant. 
This report should contain, in addition to 
the regular financial statements, a review of 
the adequacy of the accounting system in 
force and an analysis of the receivables and 
payables as to age, terms, and number of ac­
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counts. A great many concerns fail because 
of inadequate accounting control.
The purpose of this report would be to de­
termine the proper amount of credit to which 
the buyer is entitled. Too much credit is 
twice cursed. It curseth him that gives and 
him that takes. To the buyer it means tying 
up too much in inventory and inability to 
promptly meet obligations. To the seller it 
means potential loss and a tie-up of working 
capital in past due accounts, with consequent 
inability to pay his creditors promptly, with 
consequent difficulty of obtaining the neces­
sary merchandise to sell to prompt paying 
buyers, hence more profitable ones.
In discussing this idea with a shoe manu­
facturer recently he objected to it on the 
grounds that the small business man would 
not be able to obtain any credit and would 
be forced out of business. This would not 
necessarily be true. If the small man is en­
titled to credit he should get it, but he should 
not get more than he can afford. The ac­
countant’s report is not intended to do away 
with the credit man’s judgment. All the ac­
countant can do is present the facts, all the 
facts. Based on these facts, the credit agency 
can be much fairer to both the creditor and 
debtor by reason of a more just rating.
It is the lack of these necessary, accurate 
facts which prevents the agencies from prop­
erly rating a great many accounts. This in­
adequacy is disclosed by the numerous fail­
ures, amounting to millions of dollars an­
nually, many of which had fairly favorable 
ratings up to within a comparatively short 
period before they failed. A wrong premise 
will always lead to a false conclusion. The 
accountant’s report is the correct premise 
which will guide the credit granting agency 
to a sound conclusion.
The second flaw is in the manner of check­
ing the debt-paying experience with the cred­
itors. A creditor, heavily involved in the 
debtor upon whom a report is being drawn 
by the agency, will be very chary of giving 
a poor report for fear some other creditor 
may get frightened and start unpleasant pro­
ceedings against the buyer, thereby endanger­
ing his claim. He may feel that by easy 
stages the debtor may pay him off before he 
fails, and possibly he may not fail.
The debtor, in presenting a list of credit­
ors, will naturally give those creditors whom
he pays promptly. Those in arrears may be 
the largest in number and amount but at­
tention will certainly not be called to them.
The analysis of the payables by the account­
ant, in conjunction with the report of the 
creditors, would create a good basis for sound 
judgment of the credit risk as far as manner 
of payment is concerned.
A furniture manufacturer objected to the 
change suggested because of the excessive cost 
to the agency to employ a group of account­
ants to do this audit work. This would not 
be necessary. Most concerns have their books 
audited by a qualified accountant at least an­
nually. If they would issue a copy of the re­
port to the credit reporting agency there 
would be little, if any, additional cost. Those 
concerns which do not have their books 
audited, should do so for their own as well 
as their creditors’ protection.
The scope of this audit would be the veri­
fication of assets and liabilities and a review 
of the operations of the period, in other 
words, a balance-sheet audit. The amount 
of verification necessary would depend on 
the type of business and the accounting sys­
tem in force. Perhaps it would be advisable 
for the agency representatives and account­
ancy representatives to have a joint meeting 
to draw up an audit program to cover their 
needs and, possibly, a schedule of fees for 
this type of work.
I notice a start in this direction has been 
made. In a recent issue of T h e  C e r tified  
P u b l ic  A c c o u n t a n t , the credit reporting 
agencies were offered the cooperation of the 
Certified Public Accountants. M ore than this 
is necessary. The agencies should be im ­
pressed with the indispensability of the un­
biased factual statements presented in the ac­
countants’ reports as a basis for their rating 
of credit risks.
SO GROS
The Yankee is not the only one to go in for 
bigger and better things. From a Leipsic paper 
descends this one:
Commercial Traveler—-My firm has just en­
gaged ten men to do nothing but pump water 
to dampen stamps. Our business is so large.
Rival—That is nothing. Our business is so 
huge that the head bookkeeper has to go by 
car from debit to credit in his cash book.
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T h e  F u n d a m e n t a l i s t  a n d  M o d e r n i s t  
C o n t r o v e r s y  i n  t h e  A p p o r t i o n ­
m e n t  o f  B .  &  L .  E a r n i n g s *
By J o h n  A. D o u g h e r t y , Philadelphia, Pa.
I N a recent issue of T h e  C er t ified  P u b l ic  
A c c o u n t a n t , appeared an exceedingly 
well-written and informative exposition of the 
principles and practices, which the author 
assesses as essential to the accuracy of the audit 
of the accounts of building and loan associa­
tions. With a wealth of detail commensurate 
with the importance of the subject, to which 
the writer of the article addressed himself, 
are set forth in clear and explicit terms the 
norms for the making of an audit that will 
reflect the true condition of the association 
under examination, together with an illum­
inating discussion of that entirely new set of 
problems, which a financial and industrial 
depression of unprecedented magnitude and 
duration has projected into the field of build­
ing and loan association accounting and su­
pervision. With the general program of ac­
tion laid down by Mr. Sternrich, who is re­
garded as an accountant of distinguished 
standing in his community, there can, of 
course, be no quarrel; it is well recognized 
that building and loan associations, being 
subject to State supervision, must do certain 
things and avoid other certain things, hence, 
there are involved, inevitably, considerations 
in the examination of these saving and build­
ing institutions that do not obtain in the ex­
amination of t he accounts of other classes of 
corporations. In most, if not all states, build­
ing and loan associations have been objects 
of special solicitude on the part of the State, 
concessions having been granted to this par­
ticular kind of corporation that are denied to 
other classes, the thought, amply buttressed 
by experience, being that these associations
*The author of this article is a member of the 
corps of Building and Loan Association E x­
aminers in the Pennsylvania State Banking De­
partment. It is to be understood that the views 
of the author are not to be construed to reflect 
the views or policies of the Department.
afford to the average man the most expedi­
tious avenue to home ownership. Since the 
vast majority of building and loan associations 
are of a neighborhood character, particularly 
in our own State of Pennsylvania, and, since, 
moreover, it is a natural assumption that, in 
the main, those composing the official per­
sonnel of these associations are not trained in 
accounting methods, even the key-man, the 
secretary, being frequently without account­
ing experience, it can be readily seen that 
the accountants called to make examinations 
occupy a very important relation to these 
neighborhood corporations. Very justly, 
therefore, does the writer in the May and 
June issues of T h e  C er t ified  P u b l ic  A c ­
c o u n t a n t  elaborate at some length on the 
importance of an accurate audit of the ac­
counts of building and loan associations.
However thoroughly we may agree with 
the conclusions reached by Mr. Sternrich in 
his appraisement of the importance of accu­
racy and completeness in the audit of build­
ing and loan association accounts, some of us 
part company with him when he assumes 
the role of protagonist of the Dexter system 
of apportioning the earnings of these insti­
tutions. We are aware that an increasingly 
large body of accountants regard the Dexter 
Plan, in connection with the apportionment 
of building association earnings, as a funda­
mental constituent of their accounting creed, 
and we confess, in attempting a brief in op­
position to that portion of their credo, to a 
feeling that we are somewhat like that class 
of persons, who, as Alexander Pope said, 
"rush in where angels fear to tread.” How­
ever, we were never an admirer of timidity, 
even on the part of angels. Just as in the 
field of theology the Fundamentalists believe 
that the Modernists have stripped, in the 
name of modernity and science, some of the 
ancient Christian doctrines of their historic
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implications, so we Fundamentalists, who 
stand by the old Partnership moorings, have 
a suspicion that the Dexterites, in the name 
of modern, scientific accounting, are attempt­
ing to demonstrate that the Partnership sys­
tem is antiquated, inequitable, and out of 
touch with the Zeitgeist, the spirit of the 
times. At the risk of being considered be­
nighted in an enlightened age, in which 
so much store is set by the maxim that "fig­
ures don’t lie,” we are going to submit a 
brief in support of the Partnership Plan, 
founded partially on the fact that, while "fig­
ures do not lie,” they not infrequently mis­
lead and confuse.
The proponents of the Dexter Plan will 
concede that the Partnership Plan was adopted 
by the originators of the first building and 
loan associations, both here and in England. 
If there be any warrant for the assumption 
that the men who instituted the first build­
ing and loan association in Frankford, in the 
City of Philadelphia, over a century ago, were 
not thoroughly familiar with the laws and 
practices of partnerships, the writer has been 
unable to discover the fact. Partnerships had 
existed in England and America for many 
years before the foundation of building and 
loan associations on American soil, and it is 
a natural presumption that the originators 
of the building and loan idea in America, or, 
as the case may be, the American imitators 
of the English idea, had in contemplation a 
special kind of partnership, a partnership sui 
generis, a partnership, while its operation 
might develop small injustices here and 
there, nevertheless, carried out the general 
principle of equality of treatment of all the 
shareholders. Few, if any, will quarrel with 
the statement that the Partnership Plan was 
the traditional method of apportioning the 
earnings of building and loan associations, 
but, of course, its justification cannot logically 
be built on tradition alone; it must have 
other elements of defense, else it is ruled out 
of consideration. The argument from tradi­
tion is put forth, however, to emphasize the 
wisdom displayed by the founders of these 
associations, for with unusual prescience, they 
incorporated into the apportionment of earn­
ings a principle, which might well be called 
the "recall or re-capture of earnings,” that 
many a corporation, in these stressful times, 
would be delighted to have as a part of its
organic accounting structure. This idea of a 
common pool in the matter of earnings, this 
plan of re-distribution annually, or semi-an­
nually, as the case may be, marks the line of 
cleavage between the Partnership and Dexter 
plans, and it is on this rock of re-distribution 
that the advocate of the Partnership system 
takes his stand.
So far as we have been able to discover, 
there is nothing in the history of the early 
days of the building and loan movement war­
ranting the assumption that the year was to 
be considered as the unit for the final deter­
mination of profits; indeed the circumstance 
that the Partnership Plan was for so many 
years practically the only method employed in 
the apportionment of earnings, and the further 
fact that it is yet so generally used, tend 
rather to support the opposite assumption. 
The friends of the Dexter Plan concede that 
the Partnership Plan is the traditional plan 
in connection with the distribution of earn­
ings, but they assert that their method is an 
improvement on the older plan in that it 
makes the year the unit for distribution of a 
final nature, thus excluding the idea of any 
re-distribution. After a hundred years of ex­
perience the followers of Partnership Plan 
are still convinced that, in a long range view 
of the matter, it serves the purposes of the 
association just as efficiently and conserves the 
interests of the stockholders just as well if the 
idea of regarding all of the series in opera­
tion as a single entity is carried out, thus ex­
cluding the notion of finality of the yearly dis­
tribution and necessarily including the con­
cept of re-distribution. This notion of re-dis­
tribution is, of course, a corollary of the fun­
damental article of faith on the part of the 
Partnership advocates that a building and loan 
association is not an ordinary partnership, but 
a distinctive variety of partnership. The bur­
den of proof that such associations are ordi­
nary partnerships rests on the Dexterites and 
until it is demonstrated beyond doubt that 
they are only ordinary partnerships, it is im­
possible for them to justify the idea of final 
yearly distributions. The Partnerites have had 
possession of the field almost exclusively for 
a long period of time, they still have posses­
sion of the greater part of it, a reflection which 
gives rise to the suspicion that either the Dex­
ter Plan is not so immensely superior to it or 
its missionaries have not been as zealous as
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they might be.
In his article Mr. Sternrich specifies some 
six advantages alleged to be possessed by the 
Dexter Plan in comparison with the Partner­
ship Plan and then proceeds to enumerate 
some three disadvantages characterizing the 
Partnership Plan, so that, according to his 
calculations, the score between the two plans 
in question is six to three less than nothing 
in favor of the Dexter Plan, a rather formid­
able disparity. The proponent of the Part­
nership Plan admits that under the operation 
of the Dexter Plan all profits and losses are 
settled during the year and do not come up 
for distribution each year; what he is con­
cerned with is with some of the results of 
such a procedure. For example, John Doe may 
own fifty shares of stock in a series, which 
matured in June, 1932. The association, 
which heretofore had suffered no losses in 
connection with mortgage loans, undergoes 
an unusually heavy loss in July, 1932, and 
John Doe, who, for some four, five, six or 
seven years, had enjoyed the normal yield 
from this particular investment, now finds 
himself in the fortunate position of not be­
ing called on to bear any share of the losses 
on investments, from which he had made a 
handsome profit while he was a stockholder. 
Of course, the Dexterite will argue that had 
foresight been exercised by the Association 
in the matter of reserves for such contin­
gencies, the maturity of the stock in question 
would not have occurred, but we must face 
the practical fact that in some associations, 
particularly in Pennsylvania, where there are 
no statutory requirements in connection with 
reserves, no reserve was set up, and, in some 
instances, losses were of a sudden character, 
precluding the possibility of establishing suffi­
cient reserves. Under the Partnership Plan 
John Doe’s stock, of course, would not be 
worth enough to mature in June, and conse­
quently, John Doe would suffer his propor­
tionate share of the losses. So, the believers 
in the Partnership idea of apportioning earn­
ings, regarding the stockholders as one big 
"family,” do not think that any member of 
the family should be permitted to leave the 
table with half of the pie under his belt and 
the other half under his arm. Thus, for every 
instance of supposed inequality or inequity in 
the operation of the Partnership Plan, the 
partisans of that system can point to a similar
instance in following the Dexter method. The 
Partnership Plan may possibly be old-fash­
ioned, but its operation in hundreds of asso­
ciations in Pennsylvania has distributed, in 
our opinion, the staggering load of loss far 
more equitably than would have been the case 
under the Dexter Plan.
The second advantage cited by Mr. Stern­
rich in favor of the Dexter Plan is that there 
is no averaging of losses through the years 
of the life of the stock. Therein lies the fun­
damental difference between the Dexterite and 
the followers of the Partnership system; the 
latter believing that losses should be averaged, 
thus preserving the traditional idea of a build­
ing and loan association, with its principle of 
"recalling” apportioned earnings when neces­
sary. Of course, if there were an absolute uni­
formity of earnings, it would be immaterial 
whether the Dexter Plan or Partnership Plan 
were followed, but in the absence of such uni­
formity, it is the judgment of this writer that 
the best interests of the whole body of stock­
holders are better served by the Partnership 
system than by the Dexter Plan. Frankly, we 
believe that if it were possible to conduct a 
referendum of all the building and loan asso­
ciation stockholders in the country concern­
ing the merits of each plan, the odds would 
be overwhelmingly in favor of the Partner­
ship system. Certainly, the secretaries of a 
majority of these associations, who regard the 
Dexter Plan as the bête noir of their exist­
ence, would discard it, if for no other reason 
than the complexity of its operation.
The third advantage noted by Mr. Stern­
rich scarcely deserves mention, for under 
either plan of operation the average yearly 
profit can be accurately determined, if it is 
thought necessary to secure that information. 
Nor need anything be said in connection with 
the fourth point, the advocates of the Part­
nership conceding that distribution is made 
on the basis of paid-in value, while their 
opponents base their distribution on the paid- 
in value plus accretions from earnings, a 
point that again exemplifies the differing 
viewpoints of the protagonists of the respec­
tive systems.
Point number five, recited among the ad­
vantages inherent in the Dexter Plan, is the 
most interesting of all, not only from the 
standpoint of the accountant, but from the 
vantage ground of logic. "The Dexter Plan,”
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says Mr. Sternrich, "being more equitable, 
shareholders participate on the basis of their 
investment plus accretions.” This proposition, 
with its assumption of the superior equity of 
the plan under consideration, involves, if the 
proposition be a premise, what the logicians 
call a petitio principii, or if it be deemed to 
be the conclusion, it contains a direct petitio 
principii. Now, if the friends of both the 
Dexter Plan and the Partnership Plan could 
agree as to what constitutes "equity,” the path 
to a satisfactory compromise would be much 
smoother. The historic query of the Roman 
Governor: "What is truth?” finds its counter­
part in the question among those interested 
in building and loan association earnings: 
"What is equity?”. The followers of the Part­
nership system believe that equity is better 
served if the profits of a building and loan 
association are subject to recall and re-distri­
bution at the end of any fiscal year; the ad­
vocates of the Dexter Plan teach that at the 
end of each fiscal year the profits become in­
vested with a sacrosanct character and must 
not be touched, that they become capitalized 
and are as much a part of the shareholders’ 
investment as if they were actually paid to the 
Association by them. Very naturally, then, 
the partisans of the Partnership Plan object 
to the strengthening descriptive clause in Mr. 
Sternrich’s definition in point five, while the 
Dexterite acclaims it with a chorus of ap­
proval. Point number six refers to something 
that is common to both plans and makes 
comment unnecessary.
Mr. Sternrich, after reciting the assumed 
superior features of the Dexter Plan, proceeds 
to enumerate what, in his judgment, are the 
three primary disadvantages of the Partner­
ship Plan. Of course, to a Dexterite, the 
characteristics of the Partnership Plan, which 
are the objects of Mr. Sternrich’s strictures, 
are disadvantages, but to the proponents of 
the Partnership system, these supposed disad­
vantages are frequently classed as advantages. 
Like the young lady who believes that a 
strategically placed wart on her pretty face 
accentuates her comeliness, but which others 
may regard as tending to mar her beauty, so 
the followers of the Partnership Plan, keep­
ing in mind the thousand and one contin­
gencies that may affect the earnings of a 
building and loan association, choose to re­
gard "faulty” distribution and the setting up
of reserves from consolidated earnings, rather 
than from current earnings as little blemishes, 
which add to, rather than detract from, the 
interests of the whole body of stockholders. 
By way of parenthesis, it should here be stated 
that in New Jersey, to the building and loan 
associations of which Mr. Sternrich’s article 
has a particular relevancy, the setting up of 
reserves is governed by statutory enactment, 
while in Pennsylvania reserves are established 
voluntarily, either on the initiative of the 
association or at the suggestion of the State 
Banking Department, so that the problem 
must be attacked from slightly different 
angles in the two states. It is conceded that 
the Partnership Plan is the more generally 
followed system in the apportionment of 
earnings, hence it follows that its so-called 
"faulty” plan of re-distribution cannot, by 
any stretch of the imagination, be a monu­
mental injustice, else millions of dissatisfied 
shareholders in building and loan associations 
should have, ere this, relegated it to the dem­
nition bow-wows. Evidently, some of the 
courts in Pennsylvania are unconvinced of the 
inequitableness of the Partnership Plan, for 
in a leading case some years ago the court, 
after discarding the system used by the de­
fendant association, adopted this plan to as­
certain the value of the stock. Probably the 
court was impressed with the simplicity of 
the Partnership Plan compared with the com­
plexity of other systems of apportionment, 
but it is a wholly untenable assumption that 
the learned court was motivated in its decision 
by the single fact of simplicity of operation, 
and gave no thought to the considerations 
of justice involved. Since the Partnership 
Plan, as does the Dexter Plan, postulates the 
retention of shares until maturity, and since 
no amount of human foresight can deter­
mine when unusually heavy losses may oc­
cur, the advocates of the Partnership Plan 
believe that the possession of its traditional 
principle of "recalling” earnings redounds, 
in the long run, to the best interests of the 
association as a whole. It should be empha­
sized that a building and loan association is 
not a partnership in the ordinary acceptation 
of the term; it is a special kind of partner­
ship, sacrificing some of the advantages of 
the ordinary partnership and enjoying some 
advantages not possessed by the ordinary 
partnership. Assuming for the sake of argu­
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ment that the capitalization of earnings is an 
advantage, the Partnership Plan sacrifices that 
advantage for what its friends regard as the 
greater advantage of being able, when the 
emergency arises, to broaden the base of the 
distribution of heavy losses. The partisans 
of the Partnership Plan can detect no injus­
tice in saying to a stockholder that if he has 
ten times the amount of money paid in and 
has that money paid in ten times as long as 
John Doe has his money paid, it will allocate 
to him one hundred times the profit placed 
to the credit of John Doe, and then saying, 
in addition, that all earnings are to be placed 
in a common pool and all losses will come 
out of that common pool. This is the plan 
that the founders of building and loan asso­
ciations had in mind and all of the arguments 
of modern scientific accountants have neither 
appreciably impaired the popularity of the 
plan, nor shaken confidence in its essential 
justice.
Keeping in view our parenthetical refer­
ences to the question of reserves in the pre­
ceding paragraph, we shall discuss this mat­
ter from the standpoint of the Partnerite, and 
of course, our observations will have a special 
pertinence to the building and loan situation 
in Pennsylvania. The operation of the Dexter 
Plan in the matter of reserves here in the 
Keystone State would result in the develop­
sent of patent absurdities. In the first place, 
since all of the earnings under the Dexter 
Plan have been capitalized, the setting up of 
what might be an adequate reserve would be 
impossible without upsetting the principle of 
capitalization, for in a great number of in­
stances, the current profit would fall far 
short of a sufficient reserve. There have been 
instances, in which it was necessary to set up 
as a reserve for special, anticipated contin­
gencies a fund equal in amount to the en­
tire earnings of the Association. An associa­
tion, therefore, operating on the Dexter Plan, 
howsoever desirable or necessary it may be 
to set up what the special circumstances may 
require as a special reserve, is estopped from 
making the reserve at a figure in excess of its 
current earnings, unless it discards its own 
fundamental principle of capitalizing earn­
ings. Suppose that an association following 
the Dexter Plan decided to establish a reserve 
of seventy-five per cent of its current profits; 
suppose further that the oldest series in the
apportionment of the balance of twenty-five 
per cent were entitled to sufficient of that 
twenty-five per cent to mature, the result 
would be, as was stated in a previous portion 
of this article, the matured stockholders 
would bear only a small part of the loss on 
loans, from which they had for some years 
obtained the normal yield. Such contingencies 
by the thousand would have arisen in Penn­
sylvania had the Dexter Plan been generally 
followed during the past two or three years. 
It is a reasonable conclusion, in the present 
state of things in Pennsylvania, that the es­
tablishment of adequate reserves in hundreds 
of associations would be impossible under 
the operation of the Dexter Plan, and with­
out the establishment of these reserves, thou­
sands upon thousands of holders of matured 
stock would have profited at the expense of 
their less fortunate fellow-shareholders, who 
would be left "holding the bag.”
Mr. Sternrich raises the objection that the 
Partnership Plan delays maturities. Of course, 
it delays maturities; no intelligent Partnerite 
ever denied the allegation. The question here 
is not so much whether the Partnership Plan 
delays maturities as whether these delays are 
beneficial, in the long run, to the association. 
The partnership advocates are quite willing 
to concede that the delaying of maturities is 
a lesser evil than that of permitting the older 
series to mature without bearing their just 
proportion of losses that may be reasonably 
anticipated. It sometimes seems to the Part­
nerites that when they are confronted with 
the choice of two evils, they choose the lesser, 
but when our Dexterite conferees encounter 
the same dilemma, they choose both. An en­
thusiastic follower of the Dexter Plan, an 
accountant of high standing in his profession, 
some years ago made the statement that the 
acceptance of dues and interest from a stock­
holder after his shares, according to Dexter 
Plan computations, had matured, did not 
help anybody. Houdini’s feats of magic 
might "pale their ineffectual fires” before the 
accomplishments of mathematical prestidigi­
tators, who can make figures do such wonder­
ful things. We are quite certain that, if we 
were associated with an enterprise in the re­
lation of partner, and the retiring partner 
had decided to leave with the remaining part­
ners fifty dollars more than he was required 
to leave, the retiring partner would justly re­
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sent the imputation that he was not helping 
anybody. Of course, we Partnership follow­
ers plead guilty to the indictment that our 
plan retards maturities, but we offer in exten­
uation the undoubted fact that these delays 
accomplish more good than harm. Again, as­
suming that there are no losses, the delay 
marking the Partnership Plan compared with 
the Dexter Plan, is so small that the average 
stockholder, either looking forward from be­
ginning to maturity of his shares, or looking 
backward from their maturity to the begin­
ning, regards it as negligible. Prescinding 
entirely the considerations of fairness involv­
ed, it is rather difficult for the average share­
owner in a building association to grow in­
dignant over the fact that the value of his 
share when it has reached 132 months is 
worth under the Partnership Plan $5.96 less 
than it would be if calculated according to 
the Dexter Plan, and, in the event that he 
should develop any feeling of resentment over 
the comparison, his wounded susceptibilities 
would be considerably assuaged if there were 
exhibited to him the formidable and com­
plicated array of figures, through which it is 
necessary to wade in order to award him the 
added amount.
Mr. Sternrich, in referring to the alleged 
handicaps or drawbacks of the Partnership 
Plan, correctly states that, in following that 
system, "the operations of the current year 
are merged in the surplus.” Not inextricably 
merged, however, for, if such information is 
desired, as was said in this article when re­
ferring to Advantage No. 3 of the Dexter 
Plan, the process of unscrambling is attended 
by no extraordinary difficulties; a profit and 
loss account can easily be prepared for each 
year.
Under normal circumstances when insol­
vencies among building and loan associations 
were as scarce as hens’ teeth, a discussion con­
cerning the relative merits or demerits of the 
Partnership Plan and the Dexter Plan might 
be more or less academic, but in these dis­
tressing days, during which we are experienc­
ing the effects of a financial and industrial 
depression unparalleled in its general inci­
dence, when real estate values are, in a multi­
tude of instances, reduced fifty per cent less 
than at the time the properties were offered 
as security for mortgage loans, and when the 
volume of delinquencies on mortgage loan
payments have grown to unprecedented pro­
portions, the choice of a system of apportion­
ing profits assumes the role of a matter of 
very vital importance. It is our deliberate 
judgment, based on studious observations ex­
tending over some years, that the operation 
of the Partnership Plan has been a sheet- 
anchor for many associations. True, no sys­
tem devised by the wit of man could neutral­
ize the tremendous recession in real estate 
valuations that has marked the last two years, 
but the operation of the Partnership has as­
suredly staggered the load of losses and 
spread their incidence in a fashion that could 
not have been done through the employment 
of other systems of apportionment. Undoubt­
edly, maturities have been retarded in thou­
sands of instances beyond the point, at which, 
in normal times, the stock would have ma­
tured, but we think that it is much easier to 
find logical reasons for these retardations 
than it would be to discover reasons for ma­
turing stock in the normal time during ab­
normal times. If the maturing stockholder 
suffers by reason of the fact that the maturity 
of his stock was delayed, it should afford him 
much consolation to reflect that the stock­
holders in the remaining series have no bril­
liant prospects of escaping the same misfor­
tune. Perhaps, too, those fortunate persons, 
whose building and loan association stock has 
matured during the past year after having 
paid in three, four, five or more months on 
it than was ordinarily the case, might find 
additional solace in the knowledge that by far 
the greater proportion of the dollars paid by 
them possessed a smaller purchasing power 
than the dollars received by them, for it is al­
most unanimously agreed the money paid by 
them from the first to the eleventh year of 
the association’s existence will buy consider­
ably more now than it would during that 
period. True, the share-owners in the other 
remaining series are now paying with cheaper 
dollars, too, but who can determine with any 
degree of accuracy what conditions will ob­
tain when their stock is matured? The own­
ers of stock now maturing have a certainty; 
the others have only a prospect, and, possibly, 
a very dim one at that.
Some few associations in the City of Phila­
delphia, which have been in the habit of ma­
turing their stock in a more or less standard­
ized time, fearful that their prestige might
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suffer if they permitted maturities to extend 
much beyond the accustomed point, have 
"switched” from the Partnership Plan to the 
Dexter Plan, the purpose being, of course, 
to accelerate maturities. The warrant for this 
change, according to several secretaries, with 
whom we discussed the matter, was to be 
found in the admitted fact that the great 
bulk of the losses occurring on mortgage 
loans were on properties, on which mortgages 
were placed during the past six years. Con­
sequently, according to these secretaries, the 
older series should not, to employ the phrase­
ology of the Dexterites, be penalized for these 
losses. But during the last six years of the 
now matured stock’s existence the loans now 
grown "sour” were also in existence, and the 
now-matured share-owner received his pro­
portionate yield from them. Why, then, as 
a matter of simple justice, if he is to bear no 
part of the losses resulting from these loans, 
should he not return what he received from 
them in the way of profit? But it will be 
argued, partners do not do that sort of thing; 
when profits are taken out they are out, or 
if put back, they are to be regarded as newly- 
invested funds. But we retort that building 
and loan associations are not ordinary part­
nerships; they are a special kind of partner­
ship, with a kind of communal, family re­
sponsibility that does not attach to ordinary 
partnerships. What other reasons may have 
existed in these particular associations for 
adopting the Dexter Plan, certainly the least 
logical one was selected as the primary justi­
fication. We hear it said that under the Part­
nership Plan the younger series profit at the 
expense of the older series, hence it follows 
that when a change is made from the Part­
nership to the Dexter Plan, the older series 
profited at both ends of the scale, for when 
they were young, they profited at the ex­
pense of the older series, now when they are 
old, they profit at the expense of the younger 
series, a sort of two-edged sword.
Throughout this brief we have acted 
somewhat like an attorney for the defense, 
hence our approach to the subject takes on 
more of a negative than of a positive char­
acter, which procedure is, after all, quite nat­
ural, for denial is the primary function of 
the defense. And, of course, successfully to 
challenge a proposition is tantamount to the 
affirmation of the contradictory proposition.
To some of the counts embodied in the in­
dictment brought against the Partnership 
Plan we have cheerfully pleaded guilty, but 
our plea was accompanied by the conviction 
that the jury will regard these counts as tend­
ing to weaken, rather than strengthen the case 
of the prosecution; as to some of the other 
counts, we have a very definite feeling that 
the jury will render a verdict of not guilty. 
Like Ephraim, we apostles of the Partnership 
Plan, "are joined to our idols,” being rather 
strongly convinced that this "antiquated, un­
scientific, and inequitable” system, has, for 
over a century, worked to the advantage, 
taken by and in the large, of building and 
loan associations, and this conviction has been 
materially strengthened by observing its opera­
tions for the past two years, during which so 
tremendous a strain has been put on the re­
sources of these beneficent institutions. We 
still hold to the opinion that those pioneers 
in the building and loan association field, 
who organized the first association not more 
than a thousand feet from the spot, in which 
the writer sits, were wise beyond their day 
and generation in determining to forego some 
of the advantages of the ordinary partnership 
and set up a distinctive kind of partnership, 
the mechanism of which was adapted in a 
peculiar fashion to maintain equity among 
all the stockholders, and until the modern, 
scientific opponents of the Partnership Plan 
present stronger evidence for relegating it to 
the limbo of oblivion than has hitherto been 
submitted, our confidence in its essential jus­
tice shall remain unshaken.
Precaution
A business man who had been prevailed 
upon to accompany a friend on a bear hunt 
had concealed his nervousness fully, although 
his first night in camp in the mountain vast­
nesses was a sleepless one.
Starting forth in the morning, the two had 
walked but a short distance when they came 
upon fresh tracks, which the enthusiastic 
sportsman identified as being those of a large 
bear.
"Tell you what we had better do,” said 
the business man, brightly. "You go ahead 
and see where he went, and I’ll go back and 
see where he came from!”
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S o m e  T h o u g h t s  o n  B u s i n e s s *
By H a r r y  H . H o bbs , C.P.A., Yankton, South Dakota
W HEN we pause to consider the fact that 
business should serve the needs and de­
sires of our nation, that the development of 
business is in direct proportion to the welfare 
of our nation, that the prosperity of business 
is dependent upon the prosperity of the indi­
vidual—then only do we realize fully the 
significance and importance of the word 
economics.
We are indeed, fortunate to be living in a 
country that is not tied too deeply by prece­
dent. Business in America has not reached 
a state of perfection. We, as a nation, are 
progressive, eager to grasp opportunities, and 
alert to the possibilities of new ideas.
We will grant that American business is 
still in its infancy. One need only to glance 
back over the scientific and commercial 
achievements of the past decade to be con­
vinced that probably greater progress will be 
made in the future and with greater degrees 
of rapidity. Fortunate we are, who live in 
this age, an age when opportunity continues 
to offer a field for the man with ambition and 
the determination to go ahead.
That business today is faced with innumer­
able problems cannot be denied. That the 
correct solution to these problems can, and 
eventually will be found and applied is cer­
tain. Today, more than ever before, all eyes 
are centered upon business. The best minds of
*A paraphrase on an article by G. W. Sims, in 
The Certified Public Accountant for July.
our country are concentrating upon the prob­
lems of their businesses.
It seems to me that the present situation 
presents a direct challenge to the members of 
our profession. Working day by day, hand 
in hand, with business, we owe certain definite 
obligations. Receiving in times of prosperity 
the bounty of business, we should not shirk 
our duty in times of adversity.
Trained, as we should be, in the sciences of 
economics, finance and accounting, we are able 
to understand more readily than most persons 
the present needs of business. We should 
now give our worthiest thought and best ef­
forts to the solution of the problems facing 
business.
Individually and collectively we should 
daily renew our pledge to work tirelessly in 
an endeavor to cast off this affliction that has 
come over business, to do everything in our 
power to restore our country’s financial insti­
tutions and industries to become worthy of 
the confidence of our people. In our daily 
contacts with management we should preach 
the doctrine of giving value for value. We 
should encourage the facing of facts and em­
phasize the necessity for establishing true 
values to conform to conditions.
It is in this manner that we, as professional 
accountants, may discharge our obligations to 
society. We owe this to our nation, our people 
and to business, my friends, for they are our 
clients.
A  C r e e d  f o r  L i f e *
By A l f r e d  D u  B a n , Philadelphia, Pa.
1— I believe in myself.
2— I believe in the goods I sell.
3— I believe in the firm I work for.
4— I believe in my colleagues and helpers.
5— I believe in the truth as an asset.
6—I believe in a sunny smile.
7— I believe in courtesy.
8— I believe in work.
9— I believe in saving money.
*Reprinted by permission from Social Science.
10— I believe in success, but not faster than 
I am able to absorb it.
A man is under the domain of natural laws 
as much as bees. Men succeed only by work­
ing with other men and for other men.
A transaction where both sides are not 
benefited is immoral.
The modern business man has taught us 
six things:
1. The value of honesty as a business asset.
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2. The excellence of commerce as a civil­
izing influence.
3. That the interests of proprietor, public 
and employee are mutual.
4. That art, ethics, economics and educa­
tion, can and should move forward hand in 
hand.
5. That business righteousness is simply a 
form of common sense, a move towards self- 
preservation.
6. That courtesy is a foundation rock, a 
lubricant, a dividend payer, and is so inex­
pensive that anyone can possess it.
Man’s business is to work—to surmount 
difficulties— to endure hardships, to solve 
problems, to overcome the inertia of his own 
nature—to turn chaos into cosmos with the 
aid of system; this is to live.
The pathway to success is in serving 
humanity, by no other means is it possible, 
and this truth is so plain and patent that 
even very simple folks recognize it.
If you work for a man, in heaven’s name 
work for him. If he pays wages that supply 
you your bread and butter, work for him, 
speak well of him, think well of him, stand 
by him, and stand by the institution he repre­
sents— if put to a pinch; an ounce of loyalty 
is worth a pound of cleverness. If you must 
vilify, condemn and eternally disparage, resign 
your position and when outside, damn to 
your heart’s content, but I pray you, so long 
as you are a part of the institution, do not 
condemn it, not that you will injure the 
institution—not that—but when you disparage 
the concern of which you are a part, you dis­
parage yourself.
The less you require looking after, the more 
able you are to stand alone and complete 
your tasks, the greater the reward. Then, if 
you can, not only do your work, but direct 
intelligently and effectively the efforts of 
others, your reward is in exact ratio; and the 
more people you direct, and the higher the 
intelligence you can rightly lend, the more 
valuable is your life.
No man ever got nervous prostration push­
ing his business, you get it when business 
pushes you.
No business long remains greater than the 
man who runs it, and the size of the business 
is limited only by the size of the man.
The measure of your success is your ability 
to organize, and if you cannot bring system
to bear, your success will work your ruin.
The man who allows his life to justify itself 
and lets his work speak, and who when reviled, 
reviles not again, has a very great and lofty 
soul.
Success does not mean how much money 
you can make—but how much you save. 
Success is voltage under control —  keeping 
one’s hand on the transformer of his cosmic 
kilowatts.
No good, sensible working bee listens to 
the advice of a bedbug on the subject of 
business.
All men recognize in their hearts that they 
must have the good will of some other men. 
To be separated from your kind means death, 
and to have their good will is life—this de­
sire for sympathy and this alone shapes con­
duct. We are governed by public opinion, 
and until we regard all mankind as our 
friends, and all men as brothers, so long will 
men combine in sects and cliques and keep 
the millennium of peace and good will a dim 
and distant thing.
He has achieved success who has lived well, 
laughed often and loved much.
Sanity lies in your ability to think individ­
ually and act collectively.
Th e amount of misery, grief, disappoint­
ment, shame, distress, woe, suspicion and hate 
caused by a system which wrapped up one 
thing when the buyer was expecting another, 
and took advantage of his innocence and 
ignorance as to quality and value, cannot be 
computed in figures. Suffice it to say, that 
duplicity in trade has had to go, the self- 
preservation of the race demands honesty, 
square dealing, one price to all. The change 
came only after a struggle. But we have got­
ten thus far, that the man who cheats in trade 
is tabu. Honesty as a business asset is fully 
recognized. If you would succeed in business 
you cannot afford to sell a man something he 
does not want; neither can you afford to dis­
appoint him in quality any more than in count. 
If men could only know each other, they 
would never either idolize or hate.
Why not be a top-notcher? A top-notcher 
is simply an individual who works only for 
the interest of the institution of which he is 
a part, not against it.
The mintage of wisdom is to know that 
rest is rust, and that real life is in love, 
laughter and work.
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Society is in process of evolution. Man is 
yet primitive. All that has gone before is a 
preparation for better things to come, but we 
are moving rapidly, and, I believe securely to­
wards nobler things.
No man is to be pitied except the one who 
lacks courtesy.
I am a payer of large dividends: I am the 
lubricant that makes every transaction move 
smoothly. I am the foundation rock upon 
which is built the great asset—good will. No 
man or corporation is big enough, or small 
enough to dispense with men; success and I 
go hand in hand. I am so inexpensive, all 
can have me—I am courtesy.
Business is eminently a divine calling; we 
do not differentiate it from any other calling, 
no matter how noble, how beautiful, how 
altruistic. There is a romance of business, and 
a heroism of business, that literature will yet 
take note of. The antique phrase about the 
three learned professions will have to go. 
There are fifty-seven varieties of learned men. 
To do your work with a whole heart up to 
your highest and best is an eminently religious 
motive. And when in doubt, to mind your 
own business is eminently ethical and wise. 
Enlightened self-interest endorses the Golden 
Rule.
Man has constantly grown in power, wis­
dom, excellence and worth. If he has ever 
fallen, it has been upstairs, not down.
The supreme prayer of our hearts should 
be, not to be rich, famous, powerful or even
"good,” but simply to be radiant. To desire 
to radiate health, cheerfulness, calm, courage 
and good will. To wish to live without hate, 
whim, jealousy, envy, fear. To wish to be 
simple, honest, frank, natural, clean in mind 
and clean in body, unaffected— to say "I do 
not know,” if it be so, and to meet all men 
on an absolute equality—to face any obstacle 
and meet every difficulty unabashed and un­
afraid.
The three black cats in life—are supersti­
tion, fear, and hatred.
Superstition makes life a burden and an 
anxiety—which it should not be.
Fear makes cowards of men—men fear 
death—but they are going to die—why fear 
the inevitable? Did not God breathe into you 
His spirit—yes— and that is your real self— 
and can never die.
Courage is ninety-five per cent of success.
The third is hatred, envy, jealousy, conceit. 
As I said before, if men really understood one 
another, they would neither idolize nor hate. 
Envy and jealousy is a recognition of our own 
shortcomings. Conceit is vanity—ignorance.
Would you have your name smell sweet 
with the myrrh of remembrance and chime 
melodiously in the ear of future days, then 
cultivate faith, not doubt, and give every man 
credit for the good he does, never seeking to 
attribute base motives to beautiful acts. 
Actions count.
Keep in your heart a shrine to the ideal, 
and upon this altar let the fire never die.
A c c o u n t i n g  O p p o r t u n i t i e s  i n  R e t a i l  
T r a d e *
By L. G. M a c p h e r s o n , C.P.A., Brandon, Manitoba
T HE unpleasant conditions through which 
the business world is passing at present
*The writer furnished our readers with an 
article on the “Use of Statistical Methods in Ac­
counting,” in the November, 1929 issue. Since then 
he has secured his C. A. certificate, being the 
gold medallist in the final examination of the 
Manitoba Institute in May, 1931. This article ap­
pears in the July issue of the Canadian Chartered 
Accountant as well as in this issue, the only dif­
ference being that we have used “Certified Public 
Accountant” in place of “Chartered Accountant” 
as carried by the Canadian magazine.
are the causes of many conjectures, many 
arguments, and many suggestions for solution 
and remedy. Retail competition is keen, but 
will be increasingly so as business activity 
turns to the upgrade again.
When general buying by the consuming 
public once more shows a tendency to increase, 
the fight to gain sales will be intense, and the 
retailer will have to be in a strong position in 
order to keep up with the winners. He will 
need to know his particular business, and to 
do this he must have available every vital fact
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concerning it, and be able to interpret those 
facts.
In so far as he is able, the certified public 
accountant should consider it a part of his 
duties to enable his client to do this. These 
paragraphs are not an attempt to present 
a solution to current business difficulties, but 
to suggest a few ways in which the profes­
sional accountant may serve the retail trade 
beyond the usual scope of the average engage­
ment.
Chain store competition is a big factor in 
present retail trade. The small retailer needs 
to make greater use of the methods of the 
large chains in order to be successful, for it 
is generally acknowledged that the chain sys­
tem and chain store methods are proving 
successful.
Their success does not all depend on their 
better bargaining power—the buying end— 
but also depends to a large degree on the re­
duction of expense items to the most satis­
factory minimum. Quick turnover is also a 
big principle with them— estimating the mar­
ket, buying in small quantities, reducing varie­
ties— and accounting methods can be used to 
aid these desired ends. Accounting can be 
tied up with "merchandising” in its narrow 
sense to produce figures which will constitute 
a basis of future action.
The small retailer has the advantage of per­
sonal acquaintanceship which does not apply 
in the case of large chain stores as a rule, but 
he must also have a thorough knowledge of 
his business and the facts of his business in 
order to compete. Average sales per day and 
month, average sales by the day of the week, 
average mark-up, overhead percentages— these 
are things he must know if he is to make a 
real success of his business. Simple records of 
salesmen’s results will show the ability of the 
individual salesmen, and day by day compari­
sons may be kept and reported to stimulate 
competition for sales. It is surprising how 
many merchants cannot say off-hand just what 
the percentage of their overhead is, and yet 
that fact is vitally important if the goods are 
to be marked correctly. Retail prices are not 
fixed beyond the control of the dealer, even 
in such a line as groceries, as might be 
imagined, and this can be proved by a glance 
at various advertisements in any paper, or 
better, by noting quotations in a number of 
stores on a given day.
The merchant must be careful in adding 
his overhead to cost of merchandise to add 
the correct percentage as calculated on cost 
price or selling price. For example, many re­
tailers figure that to cover overhead of 20% 
and profit of 5% they must simply add 25% 
to cost, rather than 331/3% , the correct figure; 
as a matter of fact, if the overhead percentage 
of 20% is arrived at from sales returning a 
net profit of 5%, the 25% mark-up on cost 
will result in a net loss on the sales obtained.
In February 1918, a lecture was delivered 
in Winnipeg by G. Pryor Irwin, at that time 
lecturer on Retail Selling and Store Manage­
ment, University of Wisconsin, and a man of 
considerable experience in various retail 
trades. In his address he stressed the idea of 
service before profits, coupled with the fact 
that "the servant (i.e. the merchant) is worthy 
of his hire.” Perhaps that idea of service to 
the public is what is needed in retail trade 
today, but in any case, whether service or 
profits be foremost in the retailer’s mind, 
proper accounting records will enable him to 
know his actual costs, his overhead, and his 
minimum safe selling price under prevailing 
conditions.
Accurate records are needed by the mer­
chant for himself, his wholesalers, his bankers, 
and his insurers. There are perhaps few ra­
maining retailers who are totally independent 
in the sense that they are not heavily obligated 
to wholesalers whose vested interest in their 
business must be recognized and respected. 
For this reason the duty of keeping accurate 
and proper records which will correctly por­
tray the ever-changing conditions of the busi­
ness becomes essential. From the standpoint 
of the merchant’s insurers, the value of an 
accurate purchase record of fixed assets, or in 
its place an appraisal or inventory of fixed 
assets, is noteworthy.
There are so many avenues in which the 
accountant can make his services useful to 
the small retailer that it is possible to suggest 
only a few of them. Many of the smaller 
retailers are struggling against the odds im­
posed by carrying on business with insufficient 
capital, and in some cases too much capital 
is being tied up in the form of merchandise, 
equipment, or receivables. Analysis of the 
Balance Sheet by the accountant will indicate 
whether the business has insufficient capital 
or too much, and enable the merchant to take
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steps to correct the condition if necessary. 
There should, of course, be sufficient capital 
to permit the taking of all discounts, although 
in some cases capital should be borrowed for 
this purpose.
Comparative statements should prove to be 
of considerable value, for it is recognized by 
accountants that the value of business opera­
tions cannot be judged from the results shown 
by one financial statement; comparisons with 
previous statements, prevailing conditions, and 
future probabilities are required in order to 
give a fair picture of a business.
Some questions which will be answered by 
such a comparison are:
1. Is the financial position better than at 
the end of the previous fiscal period?
2. Is the favorable or unfavorable change 
in the financial position likely to be con­
tinued ?
3. What are the causes and remedies of 
prevailing condition?
4. Do sales show a healthy and steady 
growth or otherwise?
5. Do profits increase correspondingly 
with sales, or do selling expenses increase 
disproportionately ?
6. What are the turnovers of merchan­
dise inventory, accounts receivable, and capi­
tal, and what is the possibility of increasing 
the turnovers?
The principles of cost accounting are being 
applied more and more to the functions of 
retailing. The public accountant should be the 
smaller client’s consulting cost accountant, and 
should interpret for him the figures presented. 
Accounts and financial statements present 
merely facts and estimates; it is the interpre­
tation of these which is important.
The value of comparative statements needs 
stressing. The only comparison made by many 
retailers is that of profits for one year with 
profits of the preceding year. Comparisons 
made during a time of business recession such 
as we have been passing through may not be 
pleasing or particularly interesting, but they 
should be at least useful. The important in­
dices of a business should be pointed out, and 
might include some or all of the following:
Ratios of Net Profit, Operating Profit 
(omitting interest, extraneous losses, etc.), 
Expenses, and Costs to Sales.
Ratio of Net Profit to Net Worth.
Ratio of Operating Profit to Capital 
Employed.
Average Working Capital.
Average and Actual Sales per clerk.
Average Selling Expenses per clerk.
The various Turnovers (Inventory, Capi­
tal, and Accounts Receivable).
The retailer should have regular reports 
available for his use, such as comparative 
Balance Sheets and Profit and Loss Statements, 
weekly or monthly merchandising reports 
showing inventory at beginning, purchases, 
sales, estimated gross profit, and inventory at 
the end, sales analyses by groups or items of 
merchandise, and inventory analyses by age 
groups and by merchandise groups.
In the years leading up to the peak of pros­
perity, if we may refer to the early part of
1929 as such, there appeared to be an increas­
ing sentiment that selling and distribution 
costs were being ignored, and that in many 
cases savings being effected in manufacturing 
costs were lost in increasing selling costs. This 
condition may require adjustment even today, 
although expenses of every type are being 
watched in a much closer manner than they 
were three years ago, and if the certified pub­
lic accountant can do anything to aid in the 
control of selling costs he will earn the credit 
of having helped in the restoration of pros­
perity which is now being sought.
Expansion of the accountant’s services along 
these lines depends to a considerable extent 
on educating the client or prospective client. 
Public accountants as individuals and as organ­
izations have often fallen down in the field 
of interpretation of figures, and are too often 
content to draw up a Balance Sheet and Profit 
and Loss Statement, and hand this to the 
client. It may involve considerable work on 
the part of the accountant to educate the lay­
man to make use of comparative figures, but 
once this is done the client would refuse to 
accept anything less, and he would be quite 
willing to reimburse the accountant for the 
extra time and expense involved.
Weekly and monthly reports could be pre­
pared, and the meaning, value, and use of 
these reports could be explained (repeatedly 
if necessary) to the client, until he was able 
to make the proper deductions from them. 
Such a policy would in time give the smaller 
retailer at least some of the advantages of the 
big retailer who is able to employ a large
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accounting and statistical department. Multi­
plicity of information is not to be sought, but 
the important factors of a business, such as 
overhead percentages, turnover, sales analysis, 
etc., should be made use of regularly.
Many organizations, such as the Retail 
Merchants Associations, the National Retail 
Dry Goods Association, and the Bureau of 
Business Research, Harvard University, supply 
useful information of a practical nature deal­
ing with various retail trades. The Bureau 
of Business Research publishes percentage 
operating figures for many branches of trade, 
as indicated on a later page, and these may 
be used for comparison with the individual 
concern. The figures are based on confidential 
information from numerous individual firms, 
the data being classified under standard head­
ings which follow the lines of accounts ordi­
narily kept. Figures of individual concerns are 
not disclosed even anonymously, unless per­
mission is obtained.
It is suggested that by following this 
method, the practising accountant could collect 
data from a number of firms in a similar line 
of business (with the permission of each 
individual firm, of course) and arrive at aver­
age figures for his city in each year. Again 
with the consent of each contributing firm, 
these averages could be made available to each 
individual concern, with a comparison with 
its percentage figures, and variations from the 
average would at once be noted which might 
be contributing factors to the success or other­
wise of that firm. At first glance this sug­
gestion may seem to be a radical departure 
from the professional accountants’ code of 
ethics, but it is not, and if ordinary precautions 
are taken to obtain the permission of each 
client concerned, and to make the averages 
arrived at available only to the group of clients 
participating, and to withhold the figures of 
each individual firm as confidential, there need 
be no fear of a charge of circulating private 
information.
Most retailers would welcome the oppor­
tunity of participating in such a scheme if its 
possibilities were explained to them, for the 
independent merchant of today feels a com­
munity of interest with his fellow-merchants, 
particularly since the expansion of the chain 
store system.
A survey along the lines outlined was made 
of a small group of retailers, and very definite
results were arrived at. In the case of one 
firm it was shown that Current Assets were 
considerably higher than the average, and 
Current Liabilities also somewhat higher. 
Following this through, the percentage of 
assets represented by Merchandise Inventory 
was found to be above normal for the group. 
The schedule also showed that in this case the 
stock turnover was just two-thirds of the 
average. Margin, or Gross Profit, was found 
to be above the average, as were expenses, 
and the net loss was greater. Coupled with 
these conditions was the fact that total sales 
were low in comparison with similar stores. 
All of these factors pointed to the conclusion 
that mark-up was somewhat too high, invest­
ment in inventory too great, and expenses out 
of line for the sales procured. Chief among 
the faulty expense items were salaries and 
wages, rent, and the group placed under 
"miscellaneous.” Advertising percentage was 
well in line, and bad debts were below normal. 
The item most in default appeared to be 
salaries and wages, and a correction of that 
item to bring it even fairly near the average 
would have representated a good profit. The 
 store was overstocked, overstaffed, and the 
goods apparently overpriced. However, the 
margin obtained could not, perhaps, be criti­
cized, but the other two items certainly needed 
rectifying. Several of the expense items also 
indicated the need of attention; for example, 
heat and light were in excess of the average 
and a reason had to be found. There also 
seemed to be a big leakage in those items 
classified under "Miscellaneous” —  the old 
bogey of General Expense.
Analysis such as this could be performed in 
the case of each member of the group, and 
the results could not but tend toward im­
provement in the individual store and in the 
particular group in that city.
Perhaps a better system than that of aver­
aging the results of a group of concerns (with 
each firm’s consent) and then making a com­
parison of each with the average, would be 
to make use of the figures supplied in the 
bulletins of the Bureau of Business Research, 
Harvard University, or similar publications.
In the case of the Bureau of Business Re­
search, surveys have been made of various re­
tail trades, and information as to operating 
expenses, gross margin, net profit, stock turn­
over, and so on has been supplied to the
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Bureau by many individual firms. All such 
data received by the Bureau are treated as 
strictly confidential.
The data submitted are expressed as per­
centages of net sales in order to make possible 
the comparison of figures for different firms. 
The percentages for each item are then ar­
ranged in order of size and the typical figure, 
around which the percentages for the individ­
ual firms tend to concentrate, is termed the 
"common” figure. It is the "common” figures 
which are published in the bulletins of the 
Bureau. The arithmetic average is not used, 
as it may be distorted by exceptionally low or 
high figures; and the "common” figures ar­
rived at may be considered the representative 
figure in each case for the trade referred to.
Many trades have been studied in this way, 
and bulletins prepared showing the results of 
the survey which are available to the public 
at reasonable cost. The reports as published 
classify the operating results (expenses, gross 
margin, net profit, and stock-turn) according 
to volume of sales, rate of stock-turn, geo­
graphic location, size of city, and percentage 
of profit or loss.
Among the bulletins in circulation which 
should be of interest to any accountant are 
those listed below.
No. 48. Operating Expenses in the Retail 
Tire and Accessory Business in 1923.
No. 84. Expenses and Profits in the Chain 
Grocery Business in 1929-
No. 86. Operating Results of Shoe Chains 
in 1929.
No. 85. Operating Results of Department 
and Specialty Stores in 1930.
No. 52. Operating Expenses in Retail 
Grocery Stores in 1924.
No. 40. Operating Expenses of Wholesale 
Grocers in 1923.
No. 76. Operating Results in Retail Jewelry 
Stores in 1927.
No. 43. Operating Expenses in Retail Shoe 
Stores in 1923.
No. 80. Operating Results of Retail Station­
ers and Office Outfitters in 1928.
As an indication of some of the material 
presented in these bulletins, two tables, made 
up from Bulletins Nos. 43, 48, 52, 76 and 85, 
are shown. (See Tables 1 and 2.)
In using these figures for comparative pur­
poses, it is well to bear the following points 
in mind:
1. Cash Discounts on purchases have been 
deducted from cost of goods sold in order to 
arrive at the Gross Margin.
2. Stock Shortages and Inventory Deprecia­
tion have been provided under Gross Margin.
3. Salaries of proprietors have been in­
cluded as an expense whether actually drawn 
or not.
4. "Rent” includes imputed rentals of 
owned buildings (i.e., taxes, interest, insur­
ance, and depreciation on real estate).
5. Interest on the net worth of the business 
exclusive of real estate is charged as an ex­
pense to arrive at the net profit and loss 
figures. The figures for net profit therefore 
represent profits in the generally accepted 
economic sense.
6. The figures for "net gain or loss” include 
interest returns as well as some incidental 
revenue. These figures accordingly correspond 
with the business world’s accepted meaning 
of "net profit.” These figures are given as a 
percentage of net sales and also as a per­
centage of net worth including real estate 
owned and used in the business.
7. The term "Specialty Stores” refers to 
stores specializing in the sale of women’s 
wearing apparel, with a departmental form 
of organization.
It must be remembered in using the figures 
given that they refer to particular years, and 
in comparing with present-day figures consid­
eration must be given to changed conditions. 
The figures presented, however, show the re­
sults obtained, and may be used as a guide 
for desired results. In this connection, some 
of the bulletins issued give "goal” figures, 
which are the figures for the most profitable 
firms in each group.
Although we are dealing with Retail Trade, 
it is worthy of note that bulletins are also 
published dealing with wholesale trades and 
manufacturers. Reports on Chain Store re­
sults are also available and give the inde­
pendent retailer a further important compari­
son to make.
In the case of some trades the Bureau is­
sues bulletins covering a period of several 
years, which indicates trends during the long 
term period. By comparison with these re­
ports it should be possible to determine the 
standing of the individual firm as regards 
the trend of margins, expenses, and profit.
It is interesting to note that in the case
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of Department Stores the Bureau’s figures in­
dicate a tendency for gross margin percent­
ages to increase slightly for a number of 
years following 1922. At the same time most 
of the expense items increased proportion­
ately more, with the result that "net profits” 
showed a gradual decline from 3.6% of sales 
in 1923 to 1.5% of sales in 1928. It is rather 
unfortunate that the "common” figures for 
"net gain” (i.e. net profits in the ordinary
business sense) were not determined for the 
years prior to 1927.
It can readily be seen that average or stand­
ard figures such as those presented in these 
Bulletins offer a considerable opportunity for 
service on the part of the accountant. Most 
retail firms, at least in the lower sales-volume 
classes, do not as yet make use of any such 
standards of comparison, and it lies within 
the accountant’s field to present these figures
T a b l e  1
COMMON FIGURES FOR RETAIL TRADES 
(Net Sales— 100% )
Shoe Tire Grocery
1923 1923 1924
Jewelry
1927
Number of Firms........................  499 83* 545 230*
Aggregate Sales........................  $72,209,000 $5,735,000 $88,038,000 $52,421,474
Total Merchandise Costs......... 70.9% 74.3% 80.2% 59.1%
Gross M argin ........................... 29.1% 25.7% 19.8% 40.9%
Total Salaries and Wages. . . . 14.7% 12.4% 10.9% 17.8%
Advertising...............................  2.2 1.5 0.35 3.4
Boxes and Wrappings............  0.2 * *  0.6 * *
Delivery ....................................  0.25 1.0 1.2 * *
Office Supplies and Postage.. 0.4 0.5 0.2 * *
Telephone and Telegraph. . . .  * *  0.3 * *  * *
R e n t............................................  3.5 3.0 1.3 5.0
Heat, Light and Power...........  0.6 0.7 0.3 0.85
Taxes other than on Real Estate 0.5 0.3 0.2 0.95 
Insurance other than on
Real E sta te ........... ........... 0.5 0.6 0.2 0.8
Repairs and Depreciation
of Store Equipment......... 0.6 0.9 0.45 0.9
Total Interest............................ 2.7 1.8 1.1 5.5
Miscellaneous Expense...........  1.0 1.7 0.8 3.85
Losses from Bad D ebts...........  0.2 0.8 0.4 0.55
Total Expense......... 27.4% 25.5% 18.0% 39.6%
Net Profit..................................  1.7% 0.2% 1.8% 1.3%
Net Gain: Percentage of
Total Receipts .................. Not Determined 6.6%
Net Gain: Percentage of
Net Worth .......................  Not Determined 8.4%
Rate of Stock-turn (times a year) 1.9 4.5 10.0 0.9
*Merchandising Departments only.
**Included in Miscellaneous.
(By permission of The Bureau of Business Research, Harvard University.)
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T a b l e  2
COMMON FIGURES FOR DEPARTMENT AND SPECIALTY STORES:
1930
(Net Sales—  100%)
Department Stores Specialty Stores
Net Sales...................... Less than $150,000 $300,000 $500,000 Less than $500,000 
$150,000 $299,000 $499,000 $749,000 $500,000 $1,999,000
Number of Reports. . . 76 88 81 58 37 29
Total Merchandise Costs 72.9% 70.4% 69.9% 68.6% 67.0% 66.0%
Gross Margin ............. 27.1% 29.6% 30.1% 31.4% 33.0% 34.0%
Total Payroll............... 17.0% 17.4% 17.3% 17.4% 18.0 % 16.5%
Real Estate Costs or 
Rental Expense... . 3.4 3.3 3.5 3.9 4.75 4.8
Advertising .................. 2.4 2.5 2.6 2.7 3.0 4.5
Taxes other than on 
Real Estate .......... 0.7 0.6 0.6 0.6 0.3 0.3
Interest other than on 
Real Estate .......... 3.3 2.85 2.75 2.55 2.05 2.2
Supplies ....................... 0.8 0.9 1.0 1.2 0.9 1.2
Service Purchased . . . . 1.05 1.0 1.0 1.0 1.1 1.1
Losses from Bad Debts 0.4 0.3 0.3 0.35 0.4 0.45
Unclassified .................. 0.9 0.65 0.75 0.6 0.8 0.7
Travelling .................... 0.35 0.4 0.45 0.45 0.8 0.6
Communication ........... 0.35 0.35 0.4 0.4 0.4 0.5
Repairs ......................... 0.2 0.3 0.3 0.3 0.25 0.2
Insurance other than 
on Real Estate. . . . 0.7 0.6 0.5 0.45 0.5 0.45
Depreciation other
than on Real Estate 0.55 0.65 0.7 0.75 1.05 0.85
Professional Services, 
Memberships & Dues 0.2 0.2 0.25 0.45 0.5 0.65
Total Expense ............. 32.3% 32.0% 32.4% 33.1% 34.8% 35.0%
Net Profit or Loss. . . . L 5.2% L 2.4% L 2.3% L 1.7% L 1.8% L 1.0%
Net Other Income. . . . 3.2 2.6 2.8 3.0 2.3 2.8
Net Gain: Percentage 
of Net Sales . . . . L 2.0% 0.2% 0.5% 1.3% 0 .5 % 1.8%
Net Gain: Percentage 
of Net Worth . . . L 3.3% 0.1% 1.5% 2.3% 3.1% 6.3%
Rate of Stock-turn 
(times a year) ;
Based on Beginning and 
Ending Inventories 2.0 2.4 2.8 3.2 5.5 5.4
Based on Monthly
Inventories .......... 1.7 2.1 2.4 2.6 4.4 3.9
(By permission of The Bureau of Business Research, Harvard University.) 
Common Figures are also published for higher sales brackets than those shown above.
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in comparison with those of the individual 
firm, and to educate the merchant as to the 
value of such a comparison. The uses to 
which the "common” figures are put need 
not be complicated, and a very simple way 
of driving home the comparison is to apply 
the percentages indicated in the Bulletin to 
the net sales in dollars of the individual firm, 
and so construct a statement of profits, mar­
gins, and expenses (i.e., a Profit and Loss 
Statement), which will show the merchant 
just how much his figures vary from the 
standard or typical, and how much they vary 
from the profit-makers. If that method is not 
desired then each item in the firm’s Profit 
and Loss Statement may be shown as a per­
centage of net sales, and these percentages 
compared with the Bulletin. This work is 
quickly accomplished if use is made of a slide 
rule or other mechanical aid.
In the case of a grocery store a compari­
son with the typical figures for chain stores 
doing a similar volume of business would be 
interesting to any independent grocer, and if 
he is guided a little in the interpretation and 
use of such figures the study should indicate 
methods of controlling his expenses, leakages, 
and margins in order to make them conform 
more nearly to his competitors’ if that is his 
aim.
The Bureau of Business Research also clas­
sifies stores in the respective trades by volume 
of sales, and these figures present some un­
usual facts which should interest any retailer. 
It is a common complaint of the small retailer 
that owing to the low volume of sales his 
total expenses are proportionately much higher 
than is the case in the larger stores. This 
statement is not borne out by an examination 
of the Bulletins, for it appears that in most 
cases expense ratio to sales is higher in the 
large stores, but that the greater percentage 
of profits enjoyed by the larger stores is due 
to a higher percentage of gross margin. This 
of course does not apply in some trades 
where certain factors are present, such as trade 
customs in connection with uniform mark­
ups.
The grouping of results by rate of turn­
over also gives interesting and useful infor­
mation, and points out tendencies of relation­
ship to exist between rate of stock turn and 
gross margin, expenses, and net profit. Ex­
amination of a client’s results in the light of
such figures should indicate whether he is 
falling down on the number of times he turns 
his stock, or if he is moving his stock fast 
enough to obtain the greatest benefits. The 
general tendency indicated in connection with 
rate of turnover appears to be decreasing gross 
margin, decreasing expenses, and increasing 
net profits as the rate of turnover increases. 
However, high rate of stock-turn does not 
necessarily mean high profits, but may be 
merely an indication of efficient management 
in general.
There is one other striking point brought 
out by these Bulletins, and that is shown in 
the classification of operating results accord­
ing to profits. This shows clearly that regard­
less of the volume of sales, the profit-makers 
are the ones with the low expense ratios and 
this points back to the general conclusion that 
in the majority of cases the operating results 
of a business depend upon the so-called "con­
trollable” items —  that is, expenses —  rather 
than upon sales. In some cases the Bureau’s 
findings indicate that the profit-makers also 
enjoyed a slightly higher gross margin than 
the non-profit-makers, but the great variation 
in nearly every group was in the item of 
Expense.
The lines of investigation of the individual 
concern, as indicated above, may be consid­
ered by the average accountant as theoretical 
and outside his duties. The latter point will 
be conceded if the presumption is that his 
duties consist of the preparation of Balance 
Sheets and Profit and Loss Statements, but if 
the accountant has the wider viewpoint of ex­
panding his services to the point where he 
will be of most benefit to his client, then 
the lines of activity suggested may help him 
to take a step nearer his goal. As to the theo­
retical viewpoint, the truth of this depends 
on the individual. If he is able to apply the 
principles, the work becomes practical, but if 
not then it must of necessity remain purely 
theoretical.
Extensive use of such ideas will require 
persistent effort in order to acquaint clients 
with the possibilities, and a long campaign 
of education is needed.
Many clients, if the matter of comparison 
of such typical figures as those outlined is dis­
cussed with them, will immediately say, "But 
these figures do not apply to our business, 
(Continued on page 559)
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s *
May, 1932
A c c o u n t i n g  T h e o r y
Question 1:
On July 8 ,  1931, the directors of the Z Company, acting under the authority 
of the corporate by-laws, issued stock rights on common stock, whereby the 
holders of record on August 1, 1931, were entitled to subscribe, for each two 
shares held by them, to one new share of common at $26 per share, provided 
their subscriptions were received prior to October 1, 1931, and paid in full 
prior to October 12, 1931. The fair market value of the common stock on 
July 8, 1931, was 50. Subscriptions to all the stock thus offered were received 
and paid for before October 12.
Thereupon the following entry was made on the books of account of the 
Z Company:
October 12, 1931
C ash.................................................................... $195,000
Earned surplus ................................................. 120,000
Common stock (par $10) .............  $ 75,000
Paid-in surplus ...............................  240,000
Sale of 7,500 shares of common capital 
stock at 26 to common stockholders of 
record on August 1, 1931. The theo­
retical market value of the rights issued 
therefor times the number of shares of 
common stock outstanding at the time 
the rights were voted gives the expected 
dilution of the market value of out­
standing stock or the earned surplus 
appropriated.
Argue briefly for or against the above entry.
Question 2:
The directors of the Barton Company decide to segregate the retail end of 
the business into a separate corporation; accordingly, certain assets, valued at 
a figure in excess of the book values thereof, are transferred to a new corpora­
tion known as the Barton Sales Company in exchange for 90% of its author­
ized capital stock. The remaining 10% is disposed of by sale at par to the
*The Service of Examination Questions conducted by The American Society furnishes practi­
cally twise as many questions in Theory, Auditing, Commercial Law, and Economics and Public 
Finance as could be used by any State Board for a four-hour examination period, and twice as 
many problems in Practical Accounting as would be required for two examination periods of four 
to five hours each. A Board using the service makes its own selections and adds any special ques- 
problems which it desires. The questions in Theory and Law follow.
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active management of the new company and, in accordance with the plan of 
reorganization, the cash so realized is given at once to the stockholders of the 
Barton Company as a special "reorganization” dividend. The stock received 
in exchange for the assets is held by the Barton Company. Is the latter, or its 
stockholders, subject to liability for Federal income tax as the result of these 
transactions ?
Question 3:
The X  and Y  Companies, competing enterprises, merge and form the Z 
Company. Their net worths on the day of the merger are as follows:
Particulars X  Company Y  Company
Preferred stock— 300 shares........................  $ 30,000
Common stock— 500 shares........................  50,000
Common stock— 1,000 shares .................... $100,000
Earned surplus...............................................  760,000 300,000
Total net worths...................................  $840,000 $400,000
Immediately before the merger the preferred stock of the X  Company is 
retired and a cash dividend of 20% and a dividend of 300% payable in com­
mon stock are declared on the common stock. In this manner the book value 
of each share of outstanding stock of both companies is fixed at $400 per share. 
The merger is then effected, 3,000 shares (par $100) of the stock of the newly- 
formed Z Company being exchanged, par for par, for the stock of the old 
companies.
Your opinion is solicited as to the correct disposal of the two earned- 
surplus accounts in opening the books of the Z Company.
Question 4:
Outline and explain several methods which may be used to determine 
the amount of the reserve for bad debts on notes and accounts receivable.
Question 5:
You are called upon to determine whether the following items appearing 
in the accounts of the Y  Chain Stores, Inc., for 1931, should be charged to cur­
rent operations, to earned surplus, or to the various forms of capital surplus:
( a )  Unamortized portion of bond discount and expense in connection 
with retirement during the year of funded debt;
( b ) Provision for probable decline in value of investments of subsidiary 
companies;
( c) Provision for reserve for rent losses on stores of chains purchased 
and since closed to avoid duplication;
(d )  Write-down of inventory acquired during year due to market declines 
at end of year;
(e )  Balance of preopening expenses of retail stores and mail-order plants, 
heretofore deferred;
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(f ) Provision for possible loss on foreign exchange;
(g )  Net loss on sale of equipment;
( h ) Reduction to par value of own stock held in treasury.
Question 6:
A magazine publishing company contemplates charging the following 
items against its surplus account at the end of 1931, on the theory that they 
are abnormal losses which would not occur except in a year as chaotic as 1931:
Magazine returns during 1931 (at selling price)
in excess of normal returns...................................... $ 51,640.12
Rebates to advertisers on account of failure to meet
1931 circulation expectations.................................  65,450.50
Write-down of plants and machinery, acquired in 
prior years in exchange for no-par capital stock, 
to fair values at December 31, 1931 ......................  178,903.00
What is your opinion as to the propriety of these charges?
Question 7:
A client of yours, engaged in printing and binding, asks you to examine 
a contract which he has entered into with a dealer in school textbooks. Fol­
lowing are the principal provisions of the contract:
(1 )  Your client is to print and assemble 10,000 arithmetic texts for each 
of the eight grammar-school grades, which are to become the property of the 
purchaser immediately upon completion of the assembly operation, and before 
they are bound with covers.
(2 ) 2,000 of each grade are to be bound and shipped as soon as possible, 
but within sixty days after the signing of the contract; the remainder, unbound, 
is to be placed in a warehouse in four distinct and equal lots.
(3 ) Sixty days after the first shipment has been made one of the ware­
house lots is to be withdrawn, bound and shipped; and each of the other lots 
is to be withdrawn, bound and shipped at successive sixty-day intervals.
(4 )  When the assembled books have been placed in the warehouse your 
client is to place separate insurance policies on each lot in the name of the 
purchaser and to bill him for the premium.
(5 )  Your client is to be reimbursed monthly for the storage charges he is 
required to pay.
(6 ) The purchaser is to be invoiced for each shipment individually, pay­
ment to be made within ten days.
The estimate sheet from which the selling price was derived showed that
(7 ) The total contract price is $88,000.00.
the total cost of each bound book would be 64c and that the cost of binding 
would comprise 24c of the total.
W hat accounting procedure should be followed so that your client’s 
monthly operating statements may properly reflect earnings?
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Question 8:
The proprietor of a flower shop, whose books are on a calendar-year 
accrual basis, holds a lease on his store expiring May 1, 1932. At April 30, 
1932, his books contain a proper accrual of rent for the months of November, 
1931, to April, 1932, inclusive, at the rate of $500.00 per month. The owner 
agrees to renew the lease for the fiscal year ending May 1, 1933, at a monthly 
rental of $350.00 and to accept $350.00 per month for the past-due rent.
The flower shop books contain a liability account of $750.00 for accrued 
real estate taxes for the calendar years 1930 and 1931, and $125.00 for the 
four months of 1932. Although these taxes are payable by the lessee in ac­
cordance with the terms of the lease, the lessor agrees to assume the liability 
for them and for all future real estate taxes.
W hat disposition of the above-mentioned reductions in liabilities should 
be made on the books of the lessee ?
Question 9 :
W hat is your understanding of the following kinds of balance sheets:
(1 ) Tentative
(2 ) Condensed
(3 )  Descriptive
(4 ) Comparative
(5 ) Fund
(6 ) Consolidated
Question 10:
A company sells $400,000.00 of its $500,000.00 7% first-mortgage bonds, 
the balance of $100,000.00 being put up as security on a $75,000.00 bank 
loan. How should the bond liability be shown on the balance sheet?
Question 11:
In the preparation of a statement of application of funds how would you
dispose of the following items:
(a) Net increase in bad-debt reserve due to:
Increase in reserve representing the charge to
bad-debt expense...........................................  $ 38,462.19
Uncollectible accounts written off during the
year and charged against the reserve.........  32,264.81
Net increase..........................................  $ 6,197.38
(b ) Net increase in reserve for depreciation due to:
Depreciation charged off during the year...........  $162,429.98
Fully depreciated assets written off against
the reserve......................................................  26,819.37
Net increase.........................................  $135,610.61
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Question 12:
W hat is your conception of a current asset?
Give your reasons for the inclusion in or exclusion from current assets of 
the following items at December 31, 1931:
(a) Securities having a readily realizable market value at the balance-sheet 
date. These identical securities have been owned for two years and the man­
agement states that the intention is to hold them until the funds represented 
therein are needed.
( b) Unexpired insurance premiums.
(c) A note receivable for $100,000.00 which falls due January 4, 1933.
(d )  Inventories of obsolete parts whose sale is somewhat problematical. 
A supply of these parts is necessary in order to service old-style machines which 
are still in use throughout the country.
( e) Unamortized bond discount, all of which will be charged off during 
the coming year.
( f ) Cash deposited in special dividend account for the express purpose of 
paying a dividend already declared and due ten days following the balance- 
sheet date.
(g )  Cash in hands of sinking fund trustee, all of which is to be used to 
retire serial bonds and meet interest payments maturing within eight months 
after the balance-sheet date.
Question 13:
Would it be necessary for the auditor to set up a reserve for uncollectible 
accounts in either of the following cases ? If a reserve is necessary how would 
you compute it?
(a) A dealer in chattel-mortgage loans charges a 10% commission on 
each loan made. The commission is credited to unrealized commissions; an 
amount equal to 10% of cash collections is periodically transferred from un­
realized to realized commissions. Past records prove that the collateral accepted 
as security has always been sufficient to cover the unpaid balances of foreclosed 
accounts. Would your answer be the same if the commission was credited in 
its entirety to income at the time the loan was granted ?
(b ) A  merchant sells his goods on open account on the installment plan. 
The gross profit, which is 60%, is credited to unrealized profit and an amount 
equal to 60% of cash collections is periodically transferred from unrealized to 
realized profit. In the event that an account proves uncollectible, it is im­
possible for the merchant to repossess the merchandise. Would your answer 
be the same if the entire gross profit was taken up as income when each 
sale was made?
Question 14:
What is your understanding of the character of the following accounts? 
Indicate their place in the financial statements of a corporation.
(a) Reserve for uncollectible accounts
1932 THE CERTIFIED PUBLIC ACCOUNTANT 551
(b ) Certificates of deposit
(c )  Accrued interest receivable
(d )  Unabsorbed factory burden 
(e ) Reserve for Federal income tax
(f ) Reserve for loss on uninsured property 
(g )  Goodwill arising through consolidation 
(h ) Leasehold improvements
Question 15:
The ABC Company, a corporation organized January 1, 1929, was a con­
tinuation of the partnership A, B and C in which both personal services and 
capital were material income-producing factors. All the capital stock of the 
corporation was owned by A, B and C in equal amounts.
In January, 1932, A, B and C ask whether the combined Federal income 
taxes paid by the corporation and by themselves as individuals for the three 
years ending December 31, 1931, were in excess of the amount of Federal in­
come taxes they would have had to pay if they had operated the business as a 
partnership during that period.
From the following information you are to answer their question by pre­
paring a computation of the tax that would have been paid by A, B and C if 
they had continued to operate as a partnership:
( 1) Details of surplus account of the corporation follow:
Date Particulars Dr. Cr.
12/31/29 Net profits year ending 12/31/29......................... $43,417.27
4/ 1 /30 Dividends declared and p a id ................ $21,000.00
12/31/30 Net profits year ending 12/31/30 . . . .  14,700.74
4/1 /31 Dividends declared and paid ...............  30,000.00
12/31/31 Net loss year ending 12/31 / 31 ...........  4,316.91
12/31/31 Balance......................................................  2,801.10
T o ta ls.........................................................  $58,118.01 $58,118.01
(2 ) Federal income taxes paid by the corporation were:
Year Amount
1929   $5,366.18
1930   1,595.56
(3 ) The books of the corporation are kept on the accrual basis.
(4 ) The sole taxable income of A, B and C consisted of salaries and divi­
dends received from ABC Company and was as follows:
Particulars A B C
Year ending December 31, 1929:
Salaries ...................................... $ 3,000.00 $ 3,000.00 $ 3,000.00
Dividends...................................  
Year ending December 31, 1930:
Salaries....................................... 6,000.00 6,000.00 6,000.00
Dividends ................................. 7,000.00 7,000.00 7,000.00
Year ending December 31, 1931:
Salaries ....................................... 3,000.00 3,000.00 3,000.00
Dividends ................................. 10,000.00 10,000.00 10,000.00
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(5 ) A, B and C had no deductible expenses for the years 1929, 1930 and 
1931. Personal exemptions of A, B and C were $1,500.00 each for these years.
(6) The normal tax rates for the individual Federal income tax returns 
for the years 1929, 1930 and 1931 were:
First Second Over
Year..............$4,000.00 $4,000.00 $8,000.00
1929  ½ % 2% 4%
1930-’31........  1½% 3% 5%
(7) Surtax rates for all three years were:
1% on net income between $10,000 and $14,000 
2% on net income between 14,000 and 16,000 
3% on net income between 16,000 and 18,000 
4% on net income between 18,000 and 20,000
Question 16:
The M Company occupied a building under a ten-year lease. Two years 
before the expiration of the lease the M Company purchased the premises, 
which consisted of a 99-year leasehold and a mill-constructed building, for 
$195,000.00. At the date of purchase the Wright Appraisal Company placed 
a value of $75,000.00 on the leasehold and a sound value of $175,000.00 on 
the building. The leasehold had a remaining life of 86 years at the date of 
purchase and the building had an estimated future life of 35 years. Also on 
the date of purchase the M Company had on its books unamortized cost of 
leasehold (building) improvements, which have a life equal to that of the 
building, amounting to $22,750.00 and a reserve for amortization thereon of 
$18,200.00.
How should the purchase be entered on the books of the M Company, 
and what will be the monthly charge to expense with respect to the above items ?
Question 17:
Name three methods of applying factory burden. Give, briefly, the argu­
ments for and against each method.
Question 18:
How should bond discount and the bond liability be expressed in consoli­
dated financial statements prepared on December 31, 1931, under the following 
circumstances ?
The Eastlake Corporation owns 80% of the capital stock, acquired in 
1926, and 50% of the bonded indebtedness of the Illinois Dredge Company. 
The bonds of the Illinois Dredge Company, which had a par value of $100,-
000.00, were sold to the public on August 1, 1928, for $90,000.00 cash. On 
March 15, 1931, the Eastlake Corporation acquired Illinois Dredge Company 
bonds having a par value of $50,000.00 at a cost of $48,000.00.
The bond issue matures August 1, 1938, and at December 31, 1931, the 
unamortized bond discount appears as $6,583.33 on the balance sheet of Illinois 
Dredge Company.
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Question 19:
The Reliable Manufacturing Company purchased 85% of the capital 
stock of the Marquette Company at March 31, 1932, at which date the balance 
sheet of the latter company was as follows:
ASSETS
C ash....................................................................................$ 3,182.16
Accounts receivable...........................................................  96,312.14
Inventories ........................................................................... 71,611.22
Other current assets........................................................... 2,631.87
Fixed assets at appreciated values (net) ..........................  192,614.63
Patents................................................................................ 1.00
Total assets ................................................................ $366,353.02
LIABILITIES AND NET WORTH
Accounts and notes payable............................................... $ 67,979.40
Common no-par stock at paid-in values, 2,000 shares. . . . 184,375.00
Earned surplus................................................................... 63,998.62
Surplus arising from appreciation of physical properties.. . 50,000.00
Total liabilities and net worth . ................................  $366,353.02
The purchase price paid for the 1,700 shares of Marquette Company stock 
was $300,000.00. The sole purpose of the transaction was the desire on the 
part of the directors of the Reliable Manufacturing Company to obtain the use 
of certain patents held by the Marquette Company.
Steps were taken immediately to dissolve the Marquette Company by sell­
ing most of its assets and distributing the proceeds to stockholders as follows:
Cash:
On h a n d .................................................................. . . $  3,182.16
Proceeds from sale of all assets except inventories
and patents........................................................... 225,000.00
T o ta l............................................................ $228,182.16
Paid to creditors.......................................................... 67,979.40
Net cash .....................................................  $160,202.76
Inventories at agreed valuation.................................... 65,000.00
Patents at agreed valuation.......................................... 250,000.00
Total distributable assets..............................  $475,202.76
Distributed to:
Minority stockholders in cash—1 5 % ..........................  $ 71,280.41
Reliable Manufacturing Company—85%
C ash..................................................$ 88,922.35
Inventories and patents ..................  315,000.00 403,922.35
Total, as above................................. $475,202.76
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The above transactions were approved by the directors and stockholders 
of both companies.
What valuation should be placed upon the patents and inventories ac­
quired by the Reliable Manufacturing Company as a result of the above-men­
tioned transactions ? What disposition should be made by the company of the 
liquidating cash dividend of $88,922.35?
Question 20:
Prepare an analysis of the causes of the decrease of $1,597.33 in gross 
profits of the M Company during 1931 as reflected in the following statement 
of gross profit:
Cost of Sales
Particulars Net Sales Material Labor Overhead
1930-
Department A .......... . $247,378.90 $ 66,792.30 $32,159.26 $49,475.78
Ratio to net sales. . . 100.00% 27.00% 13.00% 20.00%
Department B .......... 79,855.06 35,136.23 16,769.56 22,359.42
Ratio to net sales. . . 100.00% 44.00% 21.00% 28.00%
Department C .......... 54,879.22 30,183.57 14,268.60 18,110.14
Ratio to net sales. . . 100.00% 55.00% 26.00% 33.00%
Totals.................. . $382,113.18 $132,112.10 $63,197.42 $89,945.34
Ratio to net sales. . . 100.00% 34.57% 16.54% 23.54%
1931-
Department A .......... . $199,486.75 $ 59,846.03 $19,948.68 $43,887.08
Ratio to net sales. . . 100.00% 30.00% 10.00% 22.00%
Department B .......... 92,647.80 33,353.21 15,750.13 24,088.43
Ratio to net sales. . . 100.00% 36.00% 17.00% 26.00%
Totals ................. . $292,134.55 $ 93,199.24 $35,698.81 $67,975.51
Ratio to net sales. . . 100.00% 31.90% 12.22% 23.27%,
The number of units and the character of the products sold in Depart­
ments A and B remained practically the same in both years. Department C, 
being unprofitable, was eliminated in December, 1930.
C o m m e r c i a l  L a w
NEGOTIABLE PAPER
1. Plaintiff brings a suit in replevin to recover from defendants who are 
stockbrokers, a certain promissory note, payable to bearer, stolen from plain­
tiff, but acquired by defendants in due course. The note recited '‘This note is 
secured by a mortgage on real property in (Your) County, State, of even date 
herewith.” The mortgage thus referred to contains provisions that would be 
destructive of negotiability if contained in the note, for example, a provision
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that if the mortgagor does not pay the taxes on the mortgaged real estate, the 
mortgagee may pay them and add the amount to the debt. Defendants claim 
that the provision above quoted makes the note non-negotiable because the two 
instruments constitute one transaction and must be read together.
(1 ) What facts must exist to constitute said brokers "holders in due 
course?”
(2) If the note is non-negotiable have the brokers a good title?
(3) Same question if it is negotiable?
(4) Does the above-quoted language make the note non-negotiable?
(5) If the note should provide that it is secured by a mortgage "the pro­
visions o f which are hereby made a part hereof,” would it be negotiable?
2. In a case it was shown that a firm carried a checking account with a 
National Bank and on February 4, March 9, and April 26, 1927, drew three 
checks on said bank, all payable to order of John L. Melkus. These checks 
were handed to an employee, for delivery to Melkus. They were never deliv­
ered to Melkus but the employee or some one else forged the name of the 
payee, cashed them at another bank, and in the regular course of business 
the checks were paid by drawee bank. Suit was brought by drawer against the 
drawee bank. These questions are presented: (1) Is the drawee bank obliged 
at its peril to ascertain the genuineness of the indorsements? (2) Is a depositor 
obliged to examine indorsements and determine whether they are genuine or 
not and report to the bank ?
3. Plaintiff was a holder in due course of a trade acceptance payable at a 
fixed date, with a provision for acceleration of maturity at the option of the 
holder "upon the acceptor hereof suspending payment, suffering a fire loss, 
disposing of his business, giving a chattel mortgage, or failing to meet at ma­
turity any prior trade acceptance.”
It is claimed by defendant (the acceptor) that this instrument is non-nego­
tiable by reason of these provisions for acceleration on the theory that they 
render time of payment uncertain.
(1) Define and state the purpose of a trade acceptance.
(2) What advantage might the acceptor gain if the court holds this instru­
ment non-negotiable?
(3) Do any of the said provisions in this instrument render it, in your 
opinion, non-negotiable ?
4. A. B. drew a check on the National Builders Bank payable to the order 
of C. J. C. J. presented it to the drawee bank for payment, which was refused, 
although there were sufficient funds on deposit to cover the amount of the 
check. Has C. J. any case against the drawee bank? Why?
5. Defiine and illustrate:
(1) Special indorsement;
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(2) Qualified indorsement;
(3) Restrictive indorsement;
(4 ) Anomalous or irregular indorsement.
(Give the purposes of the above indorsements.)
6. A sends B a check payable to B, or order, drawn on First National 
Bank of Blankville. B is out of town at the time and the check lies on B’s desk 
for a week. On B ’s return he promptly banks the check, but the drawee bank 
had closed its doors three days before, with insufficient assets to meet liabilities. 
On whom is the loss?
PARTNERSHIPS
1. A, B and C form a partnership, each contributing as capital $5,000.00. 
Later A puts in $10,000.00 more by way of a loan. The firm goes into bank­
ruptcy. Is A’s claim provable in competition with the claims of other cred­
itors? Why?
2. Henry Smith deals with John Doe in a transaction having no connec­
tion with Doe’s firm. Doe gives Smith a note of the firm. Can Smith recover 
on this note against the firm members?
3. Suppose in the above case, Smith indorses the note in due course to 
Jones. Jones supposes the note to have been given in a partnership transaction. 
Can Jones hold the members of the partnership ?
4. A and B conduct a partnership business under the name of "A, B and 
Company.” They incorporate as "The A. B. Company.” C sold goods to the 
partners prior to incorporation and was paid therefor. After incorporation he 
sells more goods to the concern, not actually knowing it has been incorporated. 
The corporation becoming insolvent, C seeks to hold A and B personally on 
the ground he was not notified of the partnership’s dissolution. Decide.
CORPORATIONS
1. A corporation issues a six per cent preferred stock which is declared 
to be non-cumulative. The corporation builds up a surplus which it puts into 
improvements. It pays no dividends for several years. It then declares a pre­
ferred dividend of 6% and a common dividend of 12%. A preferred stock­
holder objects on the ground ( 1) That inasmuch as the corporation could have 
paid a dividend for each year, the preferred stockholders are entitled to divi­
dends for all past years before the common stockholders can receive dividends; 
(2 ) That nothing being said in the charter about participation or non-partici­
pation the preferred is entitled to share with the common in any dividends 
over 6%. Is either contention correct?
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2. A owned 500 shares of preferred stock which was subject to redemp­
tion "at the book value of the stock as shown by the last annual statement of 
assets and liabilities of the company submitted to and approved by the board 
of directors.” The board voted to redeem at a price which by reference to the 
statement was fixed at $323.21 per share. A claims the true book value was 
$1,250.00 per share. On what theory, if any, can A prevail in an attempt to 
overthrow the director’s fixing of the book value?
3. James Smith is a general contractor and procures the general contract 
covering the erection of a large factory. He is required by the contract to give 
a completion bond to assure the completion of the building at a specified date, 
with surety thereon. Smith advises the X  Lumber Co. (chartered to do a lumber 
business) that he will give it the lumber contract if it will sign his bond. The 
company agrees and the bond is signed. The X  Lumber Company is now sued 
as surety on the bond. Defense: ultra vires. Is this a good defense? Why?
4. A owns a share of stock in the X  corporation. He asks to see its books 
of account. The officers refuse unless he will show his reason. He thereupon 
brings suit to compel the officers to let him see said books. W ill the court 
compel him to disclose his reasons?
5. A dividend of 2% is declared on the stock of X  Corporation; date of 
declaration July 1st; date of payment July 20. Nothing is said about date of 
record. A is stockholder on July 1. He sells the stock on July 15 to B, who 
holds through July 20. As between A and B, who is entitled to this dividend ? 
By what provision in the declaration would the above conflict be avoided? 
Was the above declaration in accord with modern practice? What is meant 
by the phrase "the stock goes ex dividend on (a certain day)” ?
6. If  a travelling salesman for an Illinois corporation takes orders in Iowa 
from Iowa tradesmen, is the corporation "doing business” in Iowa, so that it 
must comply with the Iowa Foreign Corporation Law applying to corporations 
of other states doing business in that State? Why?
CONTRACTS
1. A leases premises to B, using a printed form of lease which provides as 
a part of the printed form that B shall pay the taxes. It is written in the lease 
in long hand that A shall pay the taxes. Do these conflicting provisions make 
the whole lease negatory? Or make both provisions invalid? Or will one be 
enforced and not the other? Explain.
2. The A. C. Re-Roofing Co. entered into a written contract with W il­
liams to put an asphalt shingle roof on Williams’ building for $315.00. The 
contract provided that the Roofing Co. should remove the old roof. The 
Roofing Co. on attempting such removal discovered it could not do so without 
breaking all the old shingles, whereupon, without consulting Williams, it
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placed the new shingles over the old. It now sues for the contract price in 
which it claims it is entitled to recover because the provision as to removal of 
the old roof could be ignored as immaterial, and there has been substantial 
performance.
(1) Can the Roofing Company recover the contract price on the theory of 
substantial performance ?
(2) Can the Roofing Company recover any amount on the theory of bene­
fits conferred ?
3. Armstrong owed Lane upon a promissory note. Armstrong later went 
into bankruptcy, listing Lane as one of his creditors and then obtained his dis­
charge. Later, Armstrong wrote Lane a letter, saying: "You can count on 
getting a part of the money I owe you this fall. I can’t say how much, but 
you are on the list to be paid first.” This he signed and sent. Not paying Lane 
anything, Lane sues, on the theory that Armstrong after being discharged in 
bankruptcy, made a new promise to pay.
Armstrong defends:
(1) If he made a new promise it was without consideration;
(2) His letter did not constitute a promise.
Is either contention sound ?
4. A orally promises B that if B will extend a certain amount of credit to 
C within a certain period, he, A, will pay if C does not. B agrees to extend the 
credit and does so in accordance with A’s promise. When C does not pay the 
bill, B notifies A and requests payments by A. A then writes a letter to B in 
which he acknowledges that he made the promise but states that he is advised 
by counsel that he cannot be held because the promise was not in writing, and 
that he does not choose to pay. He ends by saying "It is your own fault. You 
should have seen to it that I put my promise in writing” and signs the letter. 
B sues A and A pleads the "statute of frauds.” Who will win this suit? Why?
5. A is an accountant. He enters the employ of B, an accountant, under 
a contract for one year’s service, with an agreement that after the expiration of 
the year he will not conduct an accounting business in the same city for a period 
of six months. Is this agreement valid? Why?
6. A minor, attending X  College, rents a room for $5.00 per week for the 
school year. He occupies it three months and then abandons it. He is sued for 
the year’s rent. Can he be held ?
BANKRUPTCY
1. E. P. W. mortgaged his real estate to Curtiss. The mortgage purports 
to cover the real estate "and the rents, issues and profits thereof.” E. P. W. 
then goes into bankruptcy.
( l )  Can this bankruptcy proceeding nullify the mortgage?
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(2) Assume that the trustee in bankruptcy collects rents from this prop­
erty. Do they become assets available for the general creditors, or is Curtiss 
entitled to them by virtue of the lien of his mortgage ?
2. C is a general creditor of D who has many general creditors. D pays C 
in full and a month later goes into bankruptcy. On what condition, if any, can 
the trustee in bankruptcy set aside the payment to C ?
3. A, an accountant, writes a book for the X  Publishing Company, which 
gives him a right to royalties of ten per cent of the wholesale price on all books 
sold, payable annually, throughout the life of the copyright. When the copy­
right has yet ten years to run A goes into bankruptcy. Does the bankruptcy 
operate to transfer his right to future royalties to the trustee in bankruptcy? 
Why?
4. D, a minor, recklessly drives his automobile whereby he injures C. C 
sues D and pending the suit and before judgment D goes into bankruptcy. Is 
the claim discharged? Suppose he goes into bankruptcy after the judgment, 
would your answer be the same ? Can a minor be made a bankrupt ?
FEDERAL INCOME TA X
1. What basis may be employed in determining profit or loss from a sale 
in 1931 in the case of personal property acquired by:
(a)  Gift?
( b) Inheritance?
2. What persons or business enterprises are required by the Revenue Act 
of 1928 to file:
(a) Informational returns?
(b)  Income tax returns?
Accounting Opportunities
(Continued from page 545) 
and have no relation to it. W e have special 
conditions to meet, our expenses are at the 
lowest possible point, and we are doing all 
we can to make the best of our business.” 
But if he is not making such comparisons, 
how does he know his expenses are what 
they should be, how can he say he is doing 
all he can to make his business a success, 
how can he be sure that the claim of special 
conditions is nothing but justification in his 
own mind for his inactivity and dogmatism?
To the client who is finally convinced will 
come the realization that he knows his busi­
ness, and knows how he compares with the 
average business in his line. Most merchants 
pride themselves on their knowledge of their 
business, although at the same time they may 
be ignorant of many of the basic facts, such 
as stock-turn, expense ratios, average mark­
up, etc. The professional accountant has the 
opportunity of making these readily available 
for the merchant, and in so doing he will 
serve his client and gain the reputation of 
having a sincere interest in the welfare of the 
client and his business.
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K R U E G E R
By J o n a t h a n  B. Cook , C.P.A., Chicago, Ill.
AUD ITIN G  could have prevented the most 
gigantic fraud of all known history. Had 
his associates insisted upon an adequate audit, 
countless millions of dollars could have been 
saved by the losers. The severe blow to the 
business confidence of investors of billions 
would have been avoided. The betrayal of 
associates and "insiders” would have been 
forestalled had they insisted upon full and 
unrestricted auditing of the financial affairs 
of this colossus whose pleasant smoothness 
evaded the auditor’s safeguards and directed 
his career into the abyss of endless and ever­
growing frauds. If the Public Accountant’s 
profession ever needed an example of the 
dreadful possibilities of incomplete and re­
stricted auditing and the public need of safe­
guards through Public Accountant’s services, 
we find it right in this tremendous example 
with its vast tangible and intangible losses. 
Y et every competent Certified Public Account­
ant will agree that it should have been dis­
covered promptly through complete and un­
restricted auditing.
Ordinary auditing would not have caught 
the errors any more easily than a fisherman’s 
trout hook will catch a tarpon. That is obvi­
ous. Had correct and competent auditors, un­
hampered by restriction, worked on it, they 
would have caught up with the far reaching 
frauds.
Forgery was one of the major devices he 
resorted to and these are not always detected 
easily. W e all recognize that sometimes an 
accounting fact may rest quietly unchallenged, 
although a forgery, and not arouse attention. 
That is, of course, why estates, private trusts 
and other "quiet” financial deals sometimes 
involve errors or frauds that are not caught 
until someone stumbles upon them. Some ac­
tive party in interest wakes up the matter for 
attention.
Nevertheless, even forgeries involve many 
vulnerable weaknesses inherent in themselves 
that the competent auditor can detect in vari­
ous ways. These methods of detection are so 
generally known to the accounting profession 
and mentioned in text books, that I shall not 
attempt to discuss them.
Inter-company accounts, even more than 
forgeries, probably were the most important 
hiding place of these discrepancies: and here­
in probably lay the greatest frauds. W hat ac­
countant who has prepared consolidated finan­
cial statements, cannot readily vision the great 
possibilities of error in such statements?
The opportunity for fraud in this case, of 
course, was much easier by reason of the in­
ternational character of the business groups 
interested. In different languages, different 
moneys, different kinds of business, different 
forms of accounting —  all of these barriers 
rendered it difficult to reconcile and consoli­
date all the subsidiary business relations. This 
must have revealed the frauds. It should not 
have been at all impossible to reconcile and 
to find that the inter-company accounts would 
not match together. This would have revealed 
the truth. Yet, though the comparisons in­
volved were far more difficult than the ac­
counting of an ordinary business, that is only 
a matter of degree and not of the principle 
involved.
Auditor’s Reports were made on subsidiary 
American Companies; but these were quali­
fied by the statement that "inter-company ac­
counts and balances had not been verified.” 
Incomplete verification failed as it is always 
liable to fail. The salvation of that audit could 
only have been achieved by making it com­
plete. Could anyone offer a stronger example 
or reason for the necessity of complete, un­
restricted auditing! Restricted audits are a 
peril to both auditor and client.
A "close-up” of this interesting individual, 
(K rueger), only a few weeks before his death 
conveyed to me the. impression of a big mind, 
smoothly acting, burdened with multitudinous 
interests, worried by the world-wide fall in 
price levels, but hopeful and urgent especially 
for an upturn in American business. Of 
course he showed no indication, to my ob­
servation, of the vast and growing discrep­
ancies known only to him, that were shortly 
to destroy him.
Apparent modesty on the one side and a 
certain dignified hauteur on the other, helped 
him to evade frankness and to withhold from  
even his most intimate associates, the sinister 
facts which he must have held carefully poised 
in his spacious mind. Highly competent, hon­
est business men who knew in principle the 
necessity of thorough fact-verification, were
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lulled into complacently waiving this vital 
business safeguard of proper auditing. They 
moved along easily with his hypnotic, opti­
mistic assurances. All the while the fraudu­
lent discrepancies between wide-spread inter­
national companies were growing more and 
more extended.
AEsop would turn over in his grave today 
were he to know of this sad, yet ridiculous 
trickery, and were he advising business men,
I am sure his 1932 fable would tell us that 
if business men had not neglected the safe­
guard of auditing, this greatest business fraud 
of all times could not have succeeded in his 
gigantic thefts.
What more emphatic recommendations of 
auditing could there be? This is to my mind 
a tremendous lesson to business men of the 
necessary safeguard of the accounting pro­
fession.
G r a d u a t i n g  C l a s s  A d d r e s s *
By G eorge  P. A u l d , C.P.A., New York City
I T IS an honor and a pleasure to speak
to the members of the graduating class. 
You are about to embark on the career and 
profession of accountancy, or at least you 
have here completed the groundwork upon 
which you will be able to build such a career, 
if the fortunes of life do not carry you off 
into other occupations.
I do not know how many people experi­
ence a clear call to one profession above all 
others. Chance undoubtedly plays a consid­
erable part in determining many careers. But 
if one has persisted in the drudgery of mas­
tering the groundwork of a profession, he 
has within him, presumably, some natural 
aptitude for it, and from that fact of having 
that groundwork at his command, the chances 
that he will continue to build on it should 
be better than even.
And let me at this moment suggest that 
whoever sets his foot to the ladder of this 
profession, or of any other, ought to make 
every reasonable effort to go ahead with it, 
at least through the stage of fully qualifying 
for professional practice. There is no satis­
faction in leaving a job half done, and though 
some of you may have taken the courses at 
this school with no very firm conviction as to 
whether they are ultimately to lead you into 
public practice or merely to provide a useful 
foundation for corporation accounting work, 
or a business career generally, the next logical 
step toward any one of these alternative 
careers is to get the experience necessary to 
qualify you for your C.P.A. certificate.
*Given before the Knights of Columbus School 
of Accountancy, New York.
Generally it may be said that the public 
practice of accounting and auditing is offer­
ing today greater opportunities than ever be­
fore. It is a young profession, but it already 
has taken an essential and an honorable place 
in the life of the nation. And much has hap­
pened recently to enhance its importance and 
a public recognition of the essential service 
that it performs.
Leaving to one side system work and in­
come tax work, the service rendered by the 
practicing certified public accountant may be 
said broadly to be of two kinds— auditing 
in the specialized sense of establishing the 
integrity of the employees of the client, for 
his protection from internal fraud, and audit­
ing and accounting in the broader and eco­
nomically the more important sense of pre­
paring proper financial statements for publi­
cation to stockholders and the investing, 
public.
Neither of these tasks is easy or simple. 
The first one is difficult because of the vol­
ume and intricacy of the transactions of a 
modern corporation and the practical neces­
sity for reasons of economy that the auditor 
shall rely on tests and on critical study of 
methods of internal accounting and control. 
The ingenuity of the occasional dishonest 
employee in a position of trust is almost 
superhuman, and short of a complete audit, 
which except in the smallest enterprises is im­
practicable, it is only by the exercise of great 
skill that the auditor can feel reasonable as­
surance that ingenuity is being thwarted.
The more significant field of accounting 
and auditing service today consists in the
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proper presentation of financial facts for 
those interested as actual or potential hold­
ers of the capital stock or obligations of the 
client company. It is in this field that the 
public accountant must bring to bear a broad 
knowledge of accounting principles, consid­
erable familiarity with the law, sound judg­
ment, and a high sense of responsibility.
The banks, the statistical and financial serv­
ices, and the investing public have been 
learning to rely more and more on auditors’ 
certificates for assurance as to the financial 
condition of corporations and their operating 
results. It is the auditor’s duty, and fortu­
nately the executives of most well-managed 
corporations appreciate this fact, to see not 
only that the facts are correctly stated but 
also that they are so disclosed as to be clear 
to legitimately interested outside parties. 
This duty lies at the very foundation of his 
professional reputation. A lawyer can be an 
advocate, but the certificate of a public ac­
countant must be the honest judgment of a 
qualified referee.
The difficulty is that there is frequently 
room for considerable difference of opinion 
as to what constitutes a proper presentation 
of financial facts from the standpoint of accu­
racy and of adequate disclosure.
It is the auditor’s job to be accurate, but 
if he would not miss seeing the wood for the 
trees he must concentrate on the things that 
count, and not dissipate his energies in petti­
fogging insistence on trifling adjustments in 
his clients’ accounts. In dealing with ques­
tions of such fundamental importance as the 
adequacy of reserves provided against doubt­
ful or depreciated assets there is much more 
common sense and business judgment in­
volved than there is arithmetic. Conclusions 
based on a study and broad knowledge of 
the financial and economic background of 
the business are what is required, and those 
conclusions can be only approximations. Fail­
ure to deal with such questions in the broad 
way that they deserve cannot be compensated 
for by reams of detailed computations setting 
out the actual or ideal treatment of inconse­
quential individual items carried in the ac­
counts.
N or can the auditor press accounting the­
ory too far. For in the first place, as a recent 
questionnaire on surplus has amply demon­
strated, he is apt to find that reputable opinion
in his own profession is sharply divided on 
such questions, for example, as to whether 
certain categories of items are properly charge­
able against income as distinct from surplus, 
or against earned surplus as distinct from  
capital surplus.
And in the second place he may find that 
his theories are not consonant with the law 
of the State in which the client company is 
incorporated. Where the statute prescribes 
a more conservative treatment than he as an 
accountant believes is required by good ac­
counting practice, he and his client must of 
course be governed by the law. On the other 
hand, in the more usual instance where the 
statute permits practices which he believes to 
be unsound, he cannot flout the law, but he 
can and should insist on a full disclosure of 
the facts.
His accounting theories must also be tested 
against economic realities. W e have all learned 
a great deal on this subject recently. In the 
face of a major economic cataclysm it is 
plainly useless to quarrel on t h e o re t i c a l  
grounds with, for example, charges against 
surplus or even capital surplus, rather than 
against current income, for extraordinary 
losses in assets occasioned by the collapse in 
values.
But here again, in the economic field as 
well as in the legal, wherever the convictions 
of the auditor, if grounded in hard thinking 
and not in mere slogans, run counter to cur­
rent practices he must, in justice to himself, 
to put it on no higher ground, insist on a 
full disclosure of the facts. And such a pol­
icy of full disclosure should be pursued 
wherever there is ambiguity or potential am­
biguity in financial statements— wherever it is 
reasonable to suppose that an interested lay­
man examining them might to his injury as­
sume one thing, when the facts, were they 
clearly set out, would be seen to be another 
thing. This test of possible injury to a legiti­
mately interested party is a very useful one, 
not only in considering the matter of disclos­
ure but also generally in resolving doubts as 
to the soundness or practical importance of 
some slogan or pet accounting theory.
The adoption by a corporation of a policy 
of liberal disclosure may in some instances 
tend to encourage slip-shod accounting, on 
the theory that any treatment is good enough, 
if the facts are shown. This is a poor theory
1932 THE CERTIFIED PUBLIC ACCOUNTANT 563
and there is no satisfaction, but on the con­
trary there is potential embarrassment in fol­
lowing it.
The best-managed and most reputable cor­
porations today are fully alive, in the interest 
of their proper relations with the public, to 
the desirability of publication of audited 
financial statements. And they are almost 
equally aware of the necessity that those 
statements shall adequately disclose the facts. 
In cases where this latter attitude is not yet 
fully developed it is incumbent on the public 
accountant to make the case cleat to his client. 
This is not so difficult these days as formerly. 
Today the necessity of disclosure is a per­
fectly obvious fact, whereas it was once 
merely the expression of a more or less aca­
demic ideal. The same set of conditions that 
today makes fuller disclosure incumbent on 
the auditor who values his reputation for in­
tegrity are making themselves felt directly, 
through the avenues of public opinion, on 
the business enterprises that come to him for 
service.
Very broadly sketched, these are, as I see 
them, some of the significant problems that 
will come to you gentlemen when you em­
bark on the practice of public accounting. In 
one form or another you will have contact 
with them almost as soon as you begin your 
preliminary period of service (if you do be­
gin it), preparatory to qualifying as C.P.A’s.
Right now you are, of course, anxious to 
gain some accurate idea of the general pros­
pect for young men now seeking to enter 
upon such a career. The immediate outlook 
is tinged with the uncertainty that surrounds 
every aspect of the economic life of the coun­
try. Public accounting is suffering along with 
all other activities— like any other business 
or profession it depends fundamentally on 
general prosperity.
At the moment, and particularly, of course, 
due to this being the summer season, it is 
hard for a young man to connect with a pub­
lic accounting job. But if you can get by the 
next few months the outlook should be bet­
ter. General conditions are now such— the 
deflation has gone so far— that in my view 
the forward swing of the pendulum is likely 
to come at no very distant date. And for the 
long pull, public accounting, relatively to 
many other activities, is in my opinion on 
the upward trend.
Se l f -Pit y
Addressing a financial editor, a mountaineer 
complains that he bought oil stock from a 
"slicker” and was "skun” out of his money. 
"Pleeze what shall I do?” he begs. "If you 
were 'skun, brother,” apprises the editor, 
"you’re in a class by yourself. Be comforted 
in the thought that 'Many are skinned but 
few are skun’.”
Dad, what is bankruptcy?
Bankruptcy, my son, is when a man puts 
his money in his trousers pocket and lets his 
creditors take his coat. —  Exchange.
IN MEMORIAM
W m . N. B a r t e l s , C.P.A., (Md. No. 55, 
Jan. 25, 1917) passed away on Nov. 7, 1931.
Mr. Bartels, who was a member of the 
firm of Bartels & Spamer, with offices in the 
American Building, Baltimore, Maryland, 
was a member of the Maryland Association 
of Certified Public Accountants, and a charter 
member of The American Society.
K. W e r n e r  H e y e , C.P.A., (Ind. No. 465, 
June 5, 1932) died as the result of injuries 
received in an automobile accident on Friday, 
June 17, 1932. He was a member of the 
firm of Wilson, Heye & Shults, of Rochester, 
New York, and was a member of The Amer­
ican Society.
C h a r les  W . H u m p h r e y , C.P.A., (Wash. 
No. 289, Feb. 25, 1922) of Cleveland, Ohio, 
passed away on September 12, 1931. H e was 
a member of the Ohio Society of Certified 
Public Accountants and of The American 
Society.
W illia m  B. K in g , C.P.A., (Wash. No. 
120, March 31, 1921) of Seattle, Washing­
ton, passed away on September 13, 1931.
Mr. King was born in Port Huron, Michi­
gan in 1866. He was auditor of the White 
Pass & Yukon Railroad in Alaska at the close 
of the nineteenth century, and at a luncheon 
meeting of the Seattle Chapter of the State 
Society shortly before his death he related 
some of his interesting experiences in early 
railroad accounting. He was a member of the 
Washington State Society of Certified Public 
Accountants and of The American Society.
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Besides his widow he is survived by two 
daughters, Helen King and Mrs. Allan G. 
Grant, of Seattle, and a son, Robert King, 
of New Haven, Connecticut.
W. L. McFarland, C.P.A., (Tenn. No. 
105, Aug. 22, 1924) died on April 11, 1932.
Mr. McFarland, who was a member of the 
firm of W. L. McFarland and Company, of 
Nashville, Tennessee, was born July 21, 1856, 
and was known locally as the "Dean of Ac­
countants.” He started his accounting prac­
tice in 1891 and was instrumental in gaining 
the passage of the original Tennessee law in 
1913. He served as a member of the State 
Board of Accountancy, was a member of the 
Tennessee Society of Certified Public Ac­
countants and a member of The American 
Society. He is survived by his widow and a 
son, W. L. McFarland, Jr., who is also a 
certified public accountant.
J. Elliott Maddox, C.P.A., (Ky, No. 48, 
Oct. 26, 1922) passed away at his home in 
Louisville, Kentucky, on March 4, 1932, af­
ter a lingering illness. He had spent about a 
year and a half in Albuquerque, New Mexico 
in an effort to regain his health, and during 
his stay there formed many friendships among 
the accounting group. He was a member of 
the Kentucky Society of Certified Public Ac­
countants and had been a member of The 
American Society since 1923, serving as State 
Representative in The American Society for 
the year 1923-1924.
George F. Mansell, C.P.A., (Ohio No. 
85, June 22, 1909) whose accounting prac­
tice was conducted under the firm name of
G. F. Mansell & Company, Cincinnati, passed 
away on December 3, 1931. He was a char­
ter member of The American Society, hold­
ing Membership Certificate No. 251.
James Bingley Moore, C.P.A., (Ga. No. 
52, May 21, 1917 and Fla. No. 86, Dec. 8, 
1927) passed away at his home in Orlando, 
Florida, on November 13, 1931. He was a 
member of the Florida Institute of Account­
ants, of the Georgia Society of Certified Pub­
lic Accountants and of The American Society.
Charles Martin Neubauer, C.P.A., 
(Ind. No. 379, April 1, 1922 and N. H.
No. 236, Feb. 18, 1921) died on Jan. 7, 1932.
Mr. Neubauer,, who was born in Hoboken, 
N. J., in 1887, was comptroller in the sub­
sidiaries of the International Telephone & 
Telegraph Company of New York, with 
offices in Newark, N. J. Prior to accepting 
this position he had been an instructor in Ac­
counting at Columbia University, and was the 
author of a book on "Credit Accounting for 
Banking Institutions.” He volunteered in the 
World War and received his officer’s train­
ing at Fort Myer, Virginia. At the time of 
his death he was a major in the Air Reserve 
Forces of the U. S. Army.
He was a Mason, being a member of the 
Mayflower Lodge No. 961, F. & A. M., and 
the Chaldean Chapter No. 265, R. A. M.; a 
member of the Army and Navy Club of New 
York, and a member of The American Society 
of Certified Public Accountants. He is sur­
vived by a nine-year-old son and two broth­
ers.
George A. Smith, C.P.A., (Mass. No. 54, 
Aug. 1, 1910) of Worcester, Mass., died on 
December 28, 1931. He was a member of 
the Massachusetts Society of Certified Public 
Accountants and of The American Society.
S. Earl Shook, C.P.A., (Conn. No. 137, 
Aug. 1, 1923) died of heart failure on July 
10, 1932.
Mr. Shook, who for years had conducted 
an accounting practice in Bridgeport, Con­
necticut, for the past year had made his home 
and headquarters at the Accountants Club, 
Hotel Montclair, New York City. He was a 
Mason, a member of the Algonquin and Ma­
sonic Clubs of Bridgeport, I. O. O. F., the 
National Association of Cost Accountants, 
and was an active member of the Connecti­
cut Society of Certified Public Accountants, 
having served as Secretary from 1924 to 1926 
and as President from 1926-1927, and of 
The American Society.
George Franklin Wilde, C.P.A., (Calif. 
No. 512, March 19, 1926) of the firm of 
Thomas & Moore, Los Angeles, California, 
passed away on June 2, 1932. He was a mem­
ber of the California State Society of Certi­
fied Public Accountants and of The Ameri­
can Society.
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W h e r e  S h a l l  I  L o c a t e ? *
By L. Gluick, C.P.A., New York City
REAL estate means land and that which is 
permanently affixed to it, such as build­
ings. Land is one commodity which cannot 
be appreciably enhanced or diminished in 
quantity, and no two pieces of real estate are 
the same any more than two human beings 
are absolutely alike; even identical twins.
At present all realty is suffering from the 
depression; suffering more than many other 
commodities; selling or offered for sale at 
much below its true intrinsic value. A wise 
investor can obtain real bargains. Much of 
the existing low-price level is caused by the 
former too highly inflated values of a few 
years back.
It was lack of knowledge, or disregard of 
a few basic principles which led to the in­
flation and, to a lesser degree, to the exces­
sive deflation. The Certified Public Account­
ant should have this basic knowledge, and 
his client should consult him, for his advice 
is disinterested; he has no lots for sale.
If you examine the words "retail” and 
"realty” you will notice that excepting "I” 
and "Y” they contain the same letters, and 
"Y” as a vowel is equivalent to "I”. This 
identity may be fortuitous, but it is also sig­
nificant. Retail merchandising success is largely, 
if not entirely, predicated on location of the 
store. The right location at the right rental is 
a real estate proposition.
Let us consider a ship at sea; we believe 
the analogy to be a good point of departure 
here. Suppose the captain feels that it is 
necessary or desirable to anchor. Does he im­
mediately drop his "mud-hook” just where 
he happens to be? Not if he wants to keep 
his license! He consults his charts; he com­
putes his position, and he puts leadsmen in 
the chains. Then when he knows exactly 
where he is and what is beneath him, he lets 
go.
Merchants and manufacturers in any line 
would do well to follow the captain’s pro­
cedure. Instead of a haphazard location—a 
loft because the rent is low, or a store be­
*Radio talk given on St. John’s College School 
of Accounting, Commerce and Finance radio pro­
gram over W NYC.
cause it is on a corner—they should care­
fully investigate the location. They should 
ask questions and get correct answers.
Here are ten queries which our long ex­
perience and research indicate are the most 
vital. Corollaries will suggest themselves to 
an intelligent business man.
1. Is this space adapted to my needs?
2. How long has it been vacant?
3. Who had it last?
4. Why did they vacate?
5. What do other tenants think of the 
owner’s management?
6. Can I receive and deliver merchandise 
expeditiously ?
7. What are traffic conditions in this 
block and at the nearest corner?
8. Who are my neighbors?
9. How long a lease can I get?
10. How much can I afford to pay?
That last question is really the most im­
portant; the others all lead into or emanate 
from it. If the answer to question No. 1 is 
negative, any figure is too much. If the an­
swer to questions 3 and 4 is "Another man 
in my line who went broke,” then even if 
question 1 is answered in the affirmative, be 
sure to get the space at a much lower figure 
than the former tenant.
Let us suppose that all the answers are 
satisfactory. The right number of people are 
in the street, with the correct sex percentages. 
The other tenants think well of the landlord, 
and the preceding man in the now empty 
space moved because he had prospered to 
the point of needing more. Your neighbors 
are good non-competing retailers or good 
competitive manufacturers. And you can get 
a ten-year lease.
Can you afford to pay the price asked? 
Be cautious. Don’t let the enthusiasm gen­
erated by the good answers lead you to con­
clude that no matter how much you pay, you 
will profit.
A good location is worth a good rent. A 
large number of dollars is not necessarily a 
high rent. Fifty dollars a month on a side 
street may be a higher rental than five hun­
dred a month for equal space on a main
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thoroughfare, near the corner. But by the 
same token, seven hundred per month might 
be too much for that good location. Let us 
get down to cases:
A beauty parlor is in a fine busy street. 
The landlord offers a 21-year lease at $400.00 
per month. But the beautician is wary—he 
consults his accountant. He prepares a dia­
gram of the premises, showing how many 
chairs he can crowd in. He budgets his costs 
and expenses, and finds that he would have 
to keep every seat filled all day long in order 
to realize more than 6% profit on his capital. 
So he goes elsewhere, where he can get more 
space or pay less rent, in an equivalent loca­
tion.
A haberdasher took a shop in a large hotel. 
Ten-year lease at $5,000.00 per annum. As 
long as business was booming (1927-1929) 
he made money, but not much. When busi­
ness went bad he was working for the land­
lord. He had to keep a certain dollar volume 
in order to pay the rent. With prices de­
clining he might keep his mark-up and unit 
of merchandise volume and still not make a 
cent. The rent is too high, even for the 
100% location.
But the classic example is a certain drug­
store on Times Square. To no one is it more 
important than to those for whom drug­
stores are the chief outlets for their products. 
It happened a few years ago.
The drugstore’s long lease was expiring. 
The store had been highly prosperous. The 
store wanted to renew. So did the owner, 
but demanded an exhorbitant increase in rent. 
The tenant offered a compromise. The owner 
rejected it, so the tenant got out. The owner’s 
attitude was that he had the best retail space 
in New York and any rent was reasonable. 
But after his store had stood idle for months 
he realized his mistake. Nothing but a drug­
store could succeed there. And no drugstore 
could possibly get enough customers into the 
limited space to make money at the rental 
asked.
Furthermore, it took a big outfit to handle 
the thing at all—so eventually the old store 
moved back on its own terms.
Which brings us squarely to the next point. 
Chain store success is absolutely predicated 
on a good realty department. Instead of de­
crying chain store competition, would it not 
be better to emulate their methods?
Captains hire pilots when coming into 
port; skillful men who, from intimate knowl­
edge of the waters, can guide them to a safe 
anchorage. Few captains dare to do other­
wise. Successful chain stores have expertly 
managed realty subsidiary companies. The 
independent must rely on a reputable realtor.
Of course, despite expert piloting, ships 
have disasters. If so, the captain is respon­
sible. Business men may get prime locations 
at fair rents and fail anyhow; but one of the 
chief indicia of incompetence, which the com­
mercial agencies (you recall) find the chief 
reason for failures, is choosing a poor place 
to do business.
If you are a manufacturer or wholesaler, 
it is not enough that you choose a good place 
for your plant or warehouse. You, or your 
credit man, must keep an eye on the places 
where your customers, the retailers, have set 
up shop. What is the use of selling goods 
to a man who cannot resell them? How can 
you make a profit on a bankrupt retailer?
How can a credit man in New York know 
whether a beauty shop in Hopewell and a 
drugstore in Marysville or a department store 
in Pensacola are in good locations? Only by 
what his salesmen tell him. But what does 
a salesman know about realty? Even if he is 
a realty salesman, it is usually not much. But 
he can be taught. However in any event, 
he can ask the ten questions given at the 
start of this talk. If he gets the answers, 
you or your credit man can interpret them. 
Of course all salesmen are prone to over­
optimism about the condition and prospects 
of their customers. If they were not con­
genial optimists they would not be salesmen.
Credit men who are not cynics rapidly be­
come so, or cease being credit men. Between 
the two a happy medium can be struck. The 
big point is that realty must be given a most 
important place in customer rating.
Remember this: Land is a commodity 
which derives its value only from what can 
be put on it or taken out of it. Every city 
contains plots that are worth more than if a 
vein of pure platinum were right under the 
surface. Why one location should be better 
than another is too big a subject to discuss 
here and now. Books have been written on it; 
your library should have them. The real 
estate sections of newspapers will also be of 
(Continued on page 571)
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Q u e s t i o n s  a n d  A n s w e r s  D e p a r t m e n t
 
 Editor, W. T. Sunley, C.P.A., Educational Director
  International Accountants Society, Inc.
O NE of the most interesting types of part­
nership problems is that which involves 
the arrangemen  of installment liquidating 
dividends in such a way that the balances in 
the partners’ accounts are brought as quickly 
as possible into the same ratio as the profit 
sharing ratio. The purpose in doing this is 
to avoid calling upon any partner to pay the 
other partners in the event that the remain­
ing assets prove valueless.
An unusually interesting problem of this 
type was presented in The American Society 
of C rtified Public Accountants’ Examination 
Service for the November, 1931, examina­
tion whi h is published on page 47 of the 
Ja uary, 1932, issue of The Certified Pub­
lic Accountant as Problem 4.
In the solution which is presented here, 
several "outside” calculations are made for 
use in the principal schedule.
SOLUTION
A, B, and C
Schedule showing Partners’ Accounts and Cash Distributions to Partners 
July 1, 1928 — July 1, 1931
A B C  Together
Capital Accounts, July 1, 1928 . .$41,816.38 $48,434.62 $12,514.37 $102,765.37
Personal Accounts, July 1, 1928 . .* 3,002.66 236.43 4,360.54 1,594.31
Together.................. .$38,813.72 $48,671.05 $16,874.91 $104,359.68
Loss from sale of business............  3,661.79 3,661.79 1,830.90 9,154.48
Partners’ Accounts after sale .$35,151.93 $45,009.26 $15,044.01 $ 95,205.20
Due B and C for salary accounts and
prior profit distribution........ 3,239.09 5,861.87 9,100.96
Balances remaining...................... .$35,151.93 $41,770.17 $ 9,182.14 $ 86,104.24
Possible loss if remaining accounts
prove valueless.................... 24,000.00 24,000.00 12,000.00 60,000.00
$11,151.93 $17,770.17 *$ 2,817.86 $ 26,104.24
Distribution of C’s deficit............ 1,408.93 1,408.93 2,817.86
Due A and B in first Distribution . .$ 9,743.00 $16,361.24 $ 26,104.24
Due B and C for salary and prior
profits (see above) ............ . 3,239.09 5,861.87 9,100.96
First Distribution of Cash
(July 1, 1928) ............... $ 9,743.00 $19,600.33 $ 5,861.87 $ 35,205 20
568 THE CERTIFIED PUBLIC ACCOUNTANT September,
Partners’ accounts after sale A B C  Together
(see above) ..........................$35,151.93 $45,009.26 $15,044.01 $ 95,205.20
First Cash Distribution, (1928) . . 9,743.00 19,600.33 5,861.87 35,205.20
Partners’ accounts after First
Distribution ..........................$25,408.93 $25,408.93 $ 9,182.14 $ 60,000.00
Possible loss if assets remaining 
after Second Distribution
prove valueless......................  18,000.00 18,000.00 9,000.00 45,000.00
Second Cash Distribution,
(July 1, 1929) ......................$ 7,408.93 $ 7,408.93 $ 182.14 $ 15,000.00
Partners’ accounts after First 
Distribution (see above) 
Second Cash Distribution .........
$25,408.93
7,408.93
$25,408.93
7,408.93
$ 9,182.14 
182.14
$ 60,000.00 
15,000.00
Partners’ accounts after Second 
Distribution ................... $18,000.00 $18,000.00 $ 9,000.00 $ 45,000.00
Third Cash Distribution,
(July 1, 1930) ...................... 6,000.00 6,000.00 3,000.00 15,000.00
Partners’ accounts after Third 
Distribution............... $12,000.00 $12,000.00 $ 6,000.00 $ 30,000.00
Loss on repossession, (July 1, 1931) 1,840.00 1,840.00 920.00 4,600.00
Partners’ accounts after repossession $10,160.00 $10,160.00 $ 5,080.00 $ 25,400.00
*Debit Balance.
The first "outside” calculation concerns the 
loss from the sale of the business, which may 
be made as follows:
Partners’ Capital Accounts,
July 1, 1928 .................... $102,765.37
B’s salary account .................... 236.43
C’s salary account ......................  4,360.54
$107,362.34
Deduct, the debit balance in
A’s salary account .......... 3,002.66
$104,359.68
Deduct, Cash retained by the
partnership........................  10,205.20
Net assets sold ........................ $ 94,154.48
Sale price ................................ 85,000.00
The second is the amount of cash avail­
able for the first distribution which consists 
of the following items:
Cash retained from business. . . $ 10,205.20 
Down-payment on sale price .. 25,000.00
Together.....................  $ 35,205.20
The amounts due B and C for their salary 
accounts and for the withdrawals proportion­
ate to A’s withdrawal of 1928 profits are 
classified as payments due prior to the dis­
tribution of the general funds. These amounts, 
however, are included in the first distribution 
which discloses the total cash on hand, 
$35,205.20.
These amounts are calculated as follows: 
B
Credit, salary account . . $ 236.43 
Proportionate withdrawal 3,002.66
Loss from sales of business 9,154.48 $ 3,239.09
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C
Credit, salary account . . $ 4,360.54 
Proportionate withdrawal 1,501.33
$ 5,861.87
The other distributions follow the usual 
method of arranging the distribution by 
charging the partners’ accounts with the pos­
sible loss if the remaining assets prove value­
less.
The third outside calculation is the deter­
mination of the loss upon repossession:
Total Purchase price .............  $ 85,000.00
Payments:
Down payment . .$25,000 
First Instalment ...15,000 
Second Instalment .15,000 $ 55,000.00
Balance ...................................  $ 30,000.00
Net assets repossessed ...........  25,400.00
Net loss on repossession..........  $ 4,600.00
After charging this loss against the part­
ners’ accounts, the balances represent the net 
assets turned back in the amount of $25,400. 
It is possible that the partnership may have 
a claim against the buyers for the deficiency 
of $4,600, but if this amount is carried as an 
asset by the partnership, it appears from the 
wording of the problem that the claim would 
probably represent a very doubtful account 
to be offset by a proper reserve of the full 
amount.
Forceful Composition
The Editor recently received a postcard re­
quest reading:
"Please send me your book catalogue and 
recommend me a good book of strong, pow­
erful words or phrases for effective com­
position.”
The writer didn’t indicate whether he was 
an employee who had been recently removed 
from his job and desired to address his for­
mer employer in a befitting manner, or 
whether he was an average citizen who had 
in mind the shortcomings of his senatorial 
and congressional representatives and wished 
to present one or both of them with a piece 
of his mind, or whether he belonged to the
rabid wing of the Dry or Wet contingent and 
felt an urge to give his ideas to the world, 
or whether he was just an ordinary mortal 
who had become thoroughly disgusted with 
the idea prevalent during the last year or 
two that America was on the toboggan and 
nothing more could be done to save it from 
the destruction which overtook ancient civi­
lizations, and the sooner we all changed our 
viewpoints and accepted the communistic 
doctrines of Russia the better off we would 
all be.
Although this request came from the East, 
it might with equal propriety have been sent 
by the man in Nebraska who wished to quit 
farming and go into business, and so he wrote 
Senator Capper inquiring as to the best way 
to apply for a job. His closing inquiry was, 
"Would it be better to make a written appli­
cation or talk to the manager in privation.”
Working Credit
From the address of Executive Manager 
Henry H. Heimann to the Annual Meeting 
of the National Association of Credit Men, 
we quote the following:
"There was never a time in the history of 
the nation when the need for the accurate 
appraisal of accounts receivable was as neces­
sary as it is today. In this day and age of 
swift-moving events, the fortunes of men 
turn and shift like veering winds and the 
weathervane that indicates the drift is an in­
terchange report. The very conception of the 
system was inspired by the noblest thought 
of service. Its vigorous extension at the 
present moment is the most patriotic program 
that a credit executive could support. The 
misapplication and abuse of credit has reached 
this point. No credit executive in the United 
States can afford to contribute further to the 
demoralization caused by the waste and mis­
application of credit.
"And every far-seeing banker of the United 
States may well inquire of the industry that 
submits a balanced statement or that seeks 
credit as to whether or not its accounts receiv­
able were placed upon the ledger page only 
after an appraisal of the customer had been 
made from the latest available interchange 
report.”
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F o r m e r  P r e s i d e n t  U p l e g e r ’s  T r i p
ARTHUR C. UPLEGER utilized his trip 
to San Francisco in connection with the 
annual session of the Shrine for meeting with 
certified public accountants in a number of 
cities.
As Mrs. Upleger was to accompany him, 
he made the first part of the trip exclusively 
one of pleasure with short stops at Kansas 
City, Des Moines, Chicago, Milwaukee and 
Minneapolis prior to the Canadian sight-see­
ing part of the trip. He stopped at Winni­
peg for a conference with Hubert Reade, one 
of the Canadian accountancy leaders.
His first group stop was at Seattle where 
he spent Thursday, July 21, meeting with 
the accountants at the Athletic Club for 
luncheon, following which he presented gen­
eral problems of the profession. One of the 
interesting features of the meeting was the 
presence of E. G. Shorrock who has been in 
poor health for some time. Everybody was 
delighted to see him.
Friday, July 22, was spent at Portland. 
The Mt. Hood-Columbia River drive gave 
him the thrill which everyone who visits 
Portland gets. The accountants met for a 
dinner, following which Upleger spoke on 
accountancy problems. His talk brought out 
some differences of opinion, all of which is 
helpful in any cause. The entire group mani­
fested considerable interest in the problems 
discussed.
After the Shrine meeting at San Francisco, 
Los Angeles was visited on Saturday, July 30. 
Saturday is always an unfortunate day for 
any meeting but those who gathered at the 
Elks Club that evening were seemingly in­
terested, for the dinner, address and discus­
sion covered a period of four hours. Vice- 
President Cole acted as master of ceremonies.
Wednesday, August 3, was spent at Salt 
Lake City. A luncheon meeting was held at 
the Salt Lake Country Club. Reports which 
have come to the office are to the effect that 
the meeting was very much enjoyed by the 
Utah accountants. The number present showed 
a professional interest on the part of Utah 
accountants.
Thursday, August 4, a stop was made at 
Denver, where a special meeting of the Colo­
rado Society was held with representatives
from the State outside of Denver. This was 
the largest meeting of the trip. The mem­
bers present, remembering Upleger’s story­
telling ability from the annual meeting two 
years ago, kept him busy in giving dialect 
versions, after his regular address.
Friday, August 5, was spent at Topeka 
with accountants present from several out­
side cities. A meeting was held at the Jay 
Hawk Hotel. After the talk by Upleger, con­
siderable discussion was had by those present, 
the result of which was the appointment of 
a committee consisting of Messrs. Harley W. 
Gifford, of Topeka; Vincent Smith, of Wich­
ita, and Roy Simmons, of Abilene, to draft 
a revised set of by-laws for the State Society.
On his return Upleger reported that he 
had been extremely fortunate in missing a 
heated spell in his own home State which 
had occupied pretty nearly the entire time of 
his absence. He also reported a 30-day pleas­
ure trip, without a mishap or unpleasant in­
cident.
THE DRINKING DEACON’S PRAYER 
From Listening-In. Submitted by 
Jack Williams.
Make me, O Lord, strong enough to know 
I am weak, brave enough to face myself un­
afraid, unbending in defeat, gentle in victory.
Put my wishbone in my heart and my back­
bone in my spine. Show me that the whole 
of knowledge is knowledge of myself. Show 
me that the path of ease and comfort is de­
filed by circumstance but the storm of stress 
is a clean and heartening wind which is the 
answer of life. Let me stand up in this storm 
but compassionate those who stumble.
Sweep my heart clean for a high goal and 
will me to master myself before I seek to 
master others. Let me never forget to laugh, 
let me always know how to weep. Let me 
have one arm in the future and a hand on 
the past.
Show me enough of humor that I may 
never take myself too seriously but to be 
serious enough never to lose a touch of hu­
mility and thus reach whatever share of wis­
dom is vouchsafed to us in this life. Thus, I 
can take my only comfort: I have not lived 
for nothing.
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  BOOK REVIEWS  
REALTY LEASES AND INCOME TAX, 
by H. F. Taggart, Associate Professor at 
the University of Michigan. 143  pages. 
Price $1.00 .
This latest volume in the series put out 
by the Bureau of Business at Ann Arbor is 
nothing less than a. life-saver to the account­
ant who gets an occasional realty case; and a 
valuable reference book for the man who spe­
cializes in realty. The indexes of Court and
B.T.A. cases alone are almost worth the price 
of the book. Of course new cases keep com­
ing out; even while this work was in press 
the Bowman-Biltmore decision was handed 
down.
Much of the matter dealing with valuations 
seems obsolete, because it deals chiefly with 
the defunct excess profits tax, based on in­
vested capital. But with taxes on the rise 
again, this section may yet prove of current 
value. Part of it takes us through (the author 
himself calls it) "a mathematical quagmire.” 
(Page 1 1 0 ) .
One thing of particular value is that the 
"Summary and Conclusions” are placed at the 
beginning. Suspense is fine in a novel, but 
not in a business text. This book appears to 
be part of a larger volume in preparation; 
otherwise the double series of page numbers, 
which is rather confusing at first, is difficult 
to explain.
LIMITED COMPANIES A N D  THEIR A C ­
COUNTS, by W alter Scott Ferguson 
and Frederick Richard Crocombe. Pub­
lished by the Commercial Text Book Com­
pany, Toronto, Canada. 324 pages.
The authors, the former Professor of Ac­
counting at the University of Toronto and the 
latter Assistant Professor of Accounting at 
the same institution, have chapterized their 
work as follows: Forms of Business Organi­
zation; Entries to Open the Books of Ac­
count; Company Books and Statements; 
Classes of Stock; Conversion of a Partner­
ship into Stock Company; Profits, Appropria­
tions, and Balance Sheet; Shares Without Par 
Value; Conversion; Increase or Decrease of 
Capital Stock; Donated Shares: Treasury 
Stock; Forfeiture of Shares; Debenture Bonds
and Mortgage Bonds; Sinking Funds; Manu­
facturing Accounts; Financial Statements; 
Amalgamation of Companies; Holding Com­
panies; Reconstruction: Reorganization; Pre­
ferred Shares in Winding Up; Corporation 
Terminology; Source and Application of 
Funds.
BUSINESS MACHINES, by Perley Morse,
C.P.A. Published by Longmans, Green & 
Co., New York. 281 pages. Price $3.75. 
A treatise on the place, development, utility, 
history, application, educational and occupa­
tional aspects, and the services rendered to 
business practice generally and to accountancy, 
by the business machine and its various auxil­
iary forms, systems and appliances. The writer 
also presents the need of extending business 
machine teaching into our educational sys­
tems. The volume is supplemented with 32 
pages of illustrations of business machines 
and office appliances.
W here Shall I Locate?
(Continued from page 566) 
great value in this connection. So we say 
again: Consult specialists, and do not be 
afraid to do independent research. Doing 
both pays big dividends.
In July, 1929, a trade journal in Columbus, 
Ohio, published this: "Reliable realtors can 
give the independent merchant just as expert 
service as the chain store can command. The 
trouble is that independents are prone to 
avoid them on the plea that they can’t afford 
it. Well, if they can’t, then they have no 
right to be in business.”
And in May, 1931, a New York news­
paper quoted a speaker as saying "A good 
real estate man is worth any amount of 
money to a store organization; there is one 
store in this city which pays its realty man­
ager a salary higher than any officer except 
the president and vice-president.”
Thus at a distance of 22 months and 488 
miles, in a year of boom and a year of de­
pression, the same thing is said. Such agree­
ment cannot be fortuitous. It is significant. 
And the significance is that no merchant or 
manufacturer can ignore his realty, whether 
he owns or rents.
To build a house or a business, work from 
the ground up.
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O U R  R E A D E R S ’ F O R U M
  Contributions for this section will be limited to in the neighborhood of 250  
  words. A free but short expression of opinion is requested on subjects in which   
  the certified public accountant is interested.  
W h y  C o n f i r m  t h e  B a n k  B a l a n c e ?
By M. Leland Stanford, C.P.A., Los Angeles, Calif.
I N DAYS gone by, before bank posting 
machines came into such general use, it 
was the custom for depositors to forward pass 
books to the bank at irregular intervals, and 
ask the banker to charge thereon the checks 
which had been paid, and extend the balance. 
The paid checks were then returned with the 
pass book. This "balancing up” process may 
or may not have taken place at December 31 
(or at the close of the audit period), but in 
either case, since there were but few balances 
extended in the pass book during the year, 
and but few statements furnished the deposi­
tor, the auditor found it advisable to write 
the bank for the purpose of confirming the 
balance as of a given date.
Times have changed. All modern banks are 
now equipped with posting machines, and 
the depositors are furnished with weekly or 
monthly itemized statements of the accounts, 
showing the daily deposits, withdrawals, and 
balances. Upon receipt of such statements 
from the bank they are reconciled with the 
books and filed away for future reference. 
Now comes the auditor for the semi-annual 
or annual audit. He is supplied with all the 
records, duplicate deposit slips, pass books and 
bank statements, not only for the period to 
be audited, but up to the date of his visit as 
well, and upon making the usual detailed 
verification of the bank account for the entire 
period, asks his client to write the bank for 
a "confirmation of the balance.” Why is such 
a confirmation necessary or advisable? In the 
name of common sense, what kind of audit 
did he make which still leaves him in doubt 
as to whether any of the balances extended 
on the statements are correct? It seems such 
a request is a reflection on the ability of the
auditor. It may be good publicity for the 
auditor’s name to be brought before the 
bankers, informing them that
"In connection with the regular audit of 
our books, which is being made by Mr. 
Blank, C.P.A., we would thank you to 
write him direct, at blank address, con­
firming the balance to the credit of our 
account at December 31, 1931, as well as 
the balance at the date of this letter.”
The publicity feature, however, is beside 
the point. The question is: Why is it advis­
able to ask for a confirmation of the bank 
balances, except in rare and exceptional cases? 
There is no objection to asking for a con­
firmation of the notes, discounts, endorse­
ments and similar obligations, if any, but 
when I read in an audit report that the "bank 
balance was confirmed by direct communica­
tion with the bankers” I am constrained to 
believe that the auditor was desirous of keep­
ing his name before the bank officers or else 
he is blindly following an old custom which 
has become antiquated by the advent of the 
modern bookkeeping machine.
The New York Herald-Tribune for July 
24, contained an interesting interview with
A. R. Erskine, president of the Studebaker 
Corporation, the gist of which was, as indi­
cated in the headlines, that the motor car had 
brought the biggest era of progress which 
the world had seen.
The profession is always interested in what 
President Erskine says as he is the holder of 
a C.P.A. certificate from Connecticut, secured 
in 1908. He joined the Studebaker Corpora­
tion in 1911 and has been president since 
1915.
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S T A T E  S O C I E T Y  N E W S
LOUISIANA 
The annual meeting of the Society of Loui­
siana Certified Public Accountants was held 
on August 11, 1932.
Archie M. Smith, the outgoing president, 
rendered a full report of the activities of the 
Society for the past year, and his report was 
ordered printed and distributed to the mem­
bers. Among other accomplishments the So­
ciety succeeded in having a legislative bill, 
relative to the control of homesteads and 
building and loan associations, which was 
adopted and has become law, amended to 
provide that all such organizations with 
$500,000 capital or over must be examined 
at least every six months by a certified public 
accountant.
The following officers were elected for the 
ensuing year: President, Thos. A. Williams; 
Vice-President, Louis H. Pilie; Secretary, 
George A. Treadwell (for the twelfth term) ; 
Treasurer, George E. Conroy; Members of 
Executive Board, Archie M. Smith, R. J. 
LeGardeur, and A. A. Wegmann.
*  *  *
MINNESOTA 
The First Annual Golf Tournament of the 
Minnesota Society of Certified Public Ac­
countants was held at Bloomington Golf Club 
on Tuesday, July 26, 1932. Winner of the 
Low Gross was Lyle W. Hines, and Low Net, 
Fred Wilson. Prizes were provided for all 
who participated in thirty-six holes.
It was the unanimous opinion of those at­
tending the dinner which followed at 6:30, 
that this had been one of the most enjoyable 
affairs given by the Society.
*  *
TENNESSEE 
The last Annual Meeting of the Tennes­
see Society of Certified Public Accountants 
was held in Chattanooga on August 26 and 
27, 1932.
After registration and a meeting of the 
retiring Council on Friday morning, golf was 
enjoyed at Meadow Lake Golf and Country 
Club. At the afternoon session Richard L.
Park gave the Address of Welcome, followed 
by remarks of the president, and reports of 
the secretary and treasurer, and a general 
Round Table discussion.
On Saturday morning a meeting of the in­
coming Council was held. M. O. Carter, of 
Memphis, presented a paper on "Member­
ship: Qualifications and Limitations,” and a 
paper was read by V. K. Bowman,- of the 
Federal Reserve Bank, of Atlanta. The after­
noon was spent in sightseeing. In the eve­
ning the annual dinner was held at Signal 
Mountain Hotel.
Officers elected for the ensuing year were: 
President, Harry M. Jay; Vice-President, J. A. 
Grannis; Treasurer, E. R. Thompson; Secre­
tary, H. H. Osborn.
* * *
At the annual meeting of the Knoxville 
Association of Certified Public Accountants, 
on August 23, 1932, the following officers 
and directors were elected to serve for the 
following year: President, Elliott D. Adams; 
Secretary-Treasurer, T. A. Falconnier; Direc­
tors, N. H. Craig, W. C. Lansford, and B. I. 
Dahlberg.
* * *
WASHINGTON
The August issue of The C.P.A., Spokane 
Chapter, carried an article on "Who Pays the 
Electrical Energy Tax?” being a discussion 
of that feature of the 1932 Revenue Act.
ANNOUNCEMENTS
Announcement is made of the removal of 
William A. Ullrich, C.P.A., to 516 Mutual 
Home Building, 120 West Second Street, 
Dayton, Ohio.
L. S. Reeve, C.P.A., announces the open­
ing of an office at 200 Bush Street, San Fran­
cisco, California.
George Planthaler, C.P.A., announces the 
opening of his office in the Barr Building, 
910 Seventeenth Street, N.W., Washington,
D. C.
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NOTES
Credit Executive, the official organ of the 
New York Credit Men’s Association, carried 
in its July issue an article by Maxwell Shmer­
ler, C.P.A., on "The Revenue Act of 1932.”
The officers of the National Association 
of Credit Men for the coming year, elected 
at their recent meeting, are as follows: Presi­
dent, E. D. Ross, of Irwin-Hodson Company, 
Portland, Oregon; Vice-Presidents, Ernest I. 
Kilcup, Davol Rubber Company, Providence, 
Rhode Island; H. A. Peoples, The American 
Brass Company, Detroit, Michigan; and J. A. 
Bond, Standard Oil Company, San Francisco, 
California; Executive Manager, Henry H. 
Heimann.
In a recent address before the Trade Asso­
ciation Executives of New York City, Harry 
Spillman said:
"The greatest need in the world today is 
for the real aristocrat, and by 'aristocrat’ is 
meant the one who thinks above the rut. His 
mind must be like an octopus, reaching out 
for things new and he must ask questions, 
using the answers to adjust himself to con­
ditions as they are. Facts must be secured 
and only the people who do secure them can 
be in ’the swim’.
"It has been said that there is a high mor­
tality among trade associations and business 
organizations. If this is the case, it is due 
primarily to the fact that these organizations 
cannot mold themselves according to the times 
in which they are living, irrespective of their 
continued efficiency along existing lines.
"The movement toward large mergers does 
not necessarily mean the success of any en­
terprise. This is particularly true in rapidly 
changing conditions, as small units are more 
flexible. The 'aristocrat' , by thinking, keeps 
ahead of conditions as they were.
"The business man who is an artistocrat 
in thinking will relinquish last his member­
ship in his trade association. The manager 
of an association must take upon himself the 
burden of lifting the plane of thinking of 
the average member to that of the aristocrat.”
Domestic Commerce, issued by the Bureau 
of Foreign and Domestic Commerce of the
United States Department of Commerce, in 
its issue for August 10th presents a chart 
showing that the average number of days 
open accounts in seven lines of retail trade 
were outstanding was greater during the last 
six months of 1931 in each line than in the 
last six months of 1930. In 1930 customers 
throughout the nation had paid their charge 
accounts at retail stores of the following lines, 
shoe, electrical appliances, women’s specialty, 
department, furniture, men’s clothing, jew­
elry, on an average seventy-five days after 
their purchases, and during the last six months 
of 1931 their open accounts had averaged 
seventy-eight days between purchase and pay­
ment.
Herrmann Herskowitz prepared an article 
for the June 25th issue of The Financial Age, 
dealing with Presidential Elections and Busi­
ness. After reciting the history of presiden­
tial elections since 1860, his conclusion was 
"Presidential elections do not affect the course 
of business, as more potent and material 
forces shape the destinies of the economic 
world.”
The Citizens League of Visalia, California, 
desiring to be of assistance in the general 
movement to lessen governmental expendi­
tures, employed a certified public accountant 
to make an investigation of the accounts and 
records of the City for the purpose of sub­
mitting suggestions to them of possible sav­
ings. A full newspaper page report was pre­
pared, accompanied by another full page 
series of tables. Summarized, the report sug­
gested changes which could be made, in the 
judgment of the accountant and which would 
reduce expenditures by twenty per cent. We 
have not learned whether any of the sug­
gested changes have been effected, but as they 
were detailed the officials could take those 
that appealed to them as being worthwhile if 
they so desired.
Money and Commerce, the official organ 
of the Pennsylvania and West Virginia State 
Bankers Associations, printed in its August 
20th issue the following short analysis of the 
recent statement by Colonel Ayres:
Colonel Leonard P. Ayres was temperate 
in his analysis of the financial situation in the 
current issue of the Cleveland Trust Com­
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pany’s monthly review. He conceded that 
there had been a sweeping change in senti­
ment in the past six weeks, but he does not 
jump to the conclusion that the corner has 
been turned. He regards the recent upward 
movement as due to the renewed confidence 
in the dollar. The gold raid has been de­
feated. But this is not in itself a stimulant 
to business; it simply removes a barrier, he 
argues. He regards the unbalanced budget 
as "a continuous threat,” calls the Glass 
amendment, which permitted banks to issue 
currency backed by government bonds, a 
"backward step, in our currency legislation,” 
and insists that something be done about war 
debts. He holds that the greatest aid the 
Reconstruction Corporation can give to busi­
ness is to terminate bank suspensions, with­
out regard for losses that might be involved, 
holding that the country will gain far more 
in the consequent revival of confidence than 
the comparatively minor cost of such rigorous 
support. He contrasts American methods of 
attempting to speed the recovery by artificial 
expansion methods and European methods of 
lowering trade barriers among themselves, 
which will set business free to start its own 
expansion.
University of Illinois bulletin No. 42, is­
sued by the Bureau of Business Research of 
the College of Commerce and Business Ad­
ministration, covers the subject of "Operating 
and Earning Power Ratios of Electric Com­
panies.”
This is a study made under the direction 
of Raymond F. Smith. It deals with statis­
tical procedure, the distribution of revenues, 
the turnover of capital, the net returns of 
capital and conclusions.
The facts are based on a study of 160 fuel- 
electric and hydro-electric companies.
The New York Journal for August 19, car­
ried a Chicago dispatch announcing the pur­
chase of some of the physical properties of 
the Standard Oil Company of Kansas by 
the Standard Oil Company of Indiana, 
subject to ratification by the stockholders at 
their September 26 meeting. The price paid 
had been established on the basis of an inde­
pendent audit report made by a firm of certified 
public accountants as to the value of the 
properties.
The August number of Credit Executive, 
official organ of the New York Credit Men’s 
Association, carries an article on "Uncle Sam 
Collects,” by Ludwig B. Prosnitz.
In the Wyoming Republican Primaries, 
August 16, Charles H. Reimerth, C.P.A., of 
Casper, was a successful candidate for nomi­
nation as State representative. Reimerth was 
second high man in a field of eight.
Reimerth recently served as Chairman of 
the Wyoming Olympic Committee, and was 
one of the twenty-one American officials serv­
ing at the Olympic Games during a two-week 
period.
From a newspaper account we note that 
"Colonel Reimerth is a veteran track man 
and competed in the British Empire-United 
States Games in London a number of years 
ago.”
Ned Turner, one of the winners in the 
800-meter race and the youngest competitor 
in that event, started his athletic career un­
der the tutelage of Reimerth.
The New York Herald-Tribune for Friday, 
August 19, announces a suit by Goldberg, 
Jacobson and Company, Certified Public Ac­
countants, brought against S. W. Straus & 
Co., charging that firm with using their name 
in connection with a statement concerning 
the financial condition of the Madison Apart­
ment Hotel, and asking the court to compel 
the withdrawal of the statement which was 
sent out to bondholders in a garbled form 
from that in which it originally appeared in a 
report prepared by the accountants. It was 
claimed that the report as presented to the 
bondholders was misleading, inaccurate and 
calculated to deceive them so as to induce a 
deposit of their bonds with the committee 
formed by the defendant.
The United States Department of Com­
merce has recently released Domestic Com­
merce Series No. 52, being part four of the 
Commercial Survey of the Gulf Southwest. 
The subject covered is Hardware Distribu­
tion. The first survey covered the subject of 
Distribution of Dry Goods, Series No. 43; 
the second covered the Petroleum Industry, 
Series No. 44; the third had to do with Cot­
ton Production and Distribution, Series No. 
49. Any of these may be obtained from the
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Superintendent of Documents at the follow­
ing prices: No. 43, thirty-five cents; No. 44, 
sixty-five cents; No. 49, eighty cents; No. 52, 
seventy cents. The states covered by this sur­
vey are Arkansas, Louisiana, Mississippi, Mis­
souri, Oklahoma, Western Tennessee and all 
but three of the western counties in Texas. 
The survey covers both wholesale and retail 
distribution. Chapter two has to do with bal­
ance sheets and operating results as checked 
for wholesalers. Chapter thirteen discusses 
the subject of financial control of retailers, 
with special attention paid to budgeting.
The August issue of Forbes contains an 
article by Harwood F. Merrill, "Salesman­
ship Says Goodbye to the Quota-Buster,” two 
paragraphs of which are reproduced:
"But there is another equally important 
reason for our sales volume. Our salesmen 
have stopped selling merchandise; they are 
selling plans. They have to. Four years ago, 
the company’s successful salesmen were those 
who sold the merchandise itself, who talked 
about its superior points, and who got the 
druggist to stock it.”
"Today the picture has changed. The drug­
gist no longer is interested in the merchan­
dise itself. All he’s interested in is in getting 
it off his shelves and into the consumer’s 
hands. He doesn’t want to buy the mer­
chandise ; he wants to sell it. So our men are 
showing the druggist how and why our goods 
will sell and how they will return him a 
profit. The creation of plans which sell goods 
is up to the men behind the salesmen, but 
the salesmen are putting more effort into 
merchandising those plans than ever before.” 
Somewhat the same idea in the business 
world, as has been expressed by the editor 
on several occasions. Present-day certified 
public accountants should not be selling a 
signature but rather a service.
Long-Swing Values 
The following statement appeared in a re­
cent issue of Credit Where Credit Is Due, 
published by the Commercial Credit Company: 
"No doubt a certain type of advertising 
agent is to blame for the widespread impres­
sion that advertising is a form of sleight-of- 
hand and not almost as truly a bedrock busi­
ness function as accounting. The standard 
agency method of attracting accounts from 
competitors by belittling the latter’s cam­
paigns and offering the advertiser instead 
some spectacular cure-all has unsettled the 
average client’s mind on the whole subject 
and made him feel that somewhere in the 
eternal scheme of things is an advertising 
solution that will answer every problem in 
his business if only he can find it. So he is 
always on the hunt, and many of the adver­
tising enormities resulting from this quest 
have done great harm to advertising as an 
institution.
"The trouble with far too much of it in 
recent years is the fact that it has aimed en­
tirely at the sale of goods or services today 
and has ignored the institutional and long- 
swing values altogether. Much of it, too, has 
mistaken attention value for sales value. The 
net result has been an impairment of the ad­
vertiser’s prestige and, in many cases, a dis­
appointing present sales result.”
Certified public accountants can well heed 
the suggestions of this quotation. While it 
recognizes accounting as a bedrock function, 
too often the accountant has been interested 
in his immediate problems instead of devot­
ing some of his energy to a study of long­
time tendencies.
ATTENTION Public Accountants!
Reg. U. S. Pat. Off.
Will Extend Your Services in the Moderate- Sized Business Field Establish New Clientele 
INCREASE INCOME $2,000 to $4,000 PER YEAR
Will not interfere with your present practice—requires no assistant.
No books for the client to keep in balance. 
Eliminates Irksome Detail and Dupli­
cation. You perform the service in Your 
Office with Ease, Speed and Accuracy.
We furnish all supplies Without Cost, and have an in­teresting and cooperative plan for Active Accountants to operate in all cities.
Communicate with:
RIGOT & WISEMAN, INC.
ACCOUNTING SYSTEMS
Wheeling West Virginia
A New Creed
"
o f
1 4  P o i n t s : ”
Once before America dedicated herself to a platform of 14 Points. They concerned 
our attitude toward other nations—our foreign policy. It is time for us to consider 
a new platform of 14 Points, based upon our attitude toward ourselves. They, too, 
will lead us to triumph. Here are our new 14 Points:
1. Confidence!
Have Faith in Yourself, in Amer­
ica, in Michigan, in Detroit We 
didn’t grow great by accident.
2. Courage!
Are we down-hearted? No! We 
have courage because we know you 
can’t keep America down!
3. Optimism!
Let us try to smile and be cheer­
ful. Don’t keep repeating bad news.
4. Common Sense!
There is no substitute for com­
mon sense. Nobody can do our think­
ing for us.
5. Enthusiasm !
Let’s snap into things! By "pep­
ping up” ourselves we’ll pep up 
others.
6. Patriotism!
Let’s be loyal. We know this is 
still the best country on earth!
7. Cooperation!
Every man must pull his own 
weight in the boat and we must all 
pull together.
8. Will to Work!
A good old American custom. 
Let us get back to and glorify all 
forms of honest labor.
9. Imagination!
On your toes! Be ready to grasp 
Opportunity when she holds out 
her hand!
10. Constructiveness!
Beware of destructive criticism. 
We need builders, not wreckers; 
leaders, not quitters.
11. Conservatism!
Calm, reasoned judgment is now 
more important than ever before. 
Let us act with wisdom and dis­
cretion.
12. Thriftiness!
To spend wisely, without extrav­
agance. To save regularly, without 
hoarding.
13. Helpfulness!
Now’s the time to help the other 
fellow. Maybe some day he’ll help 
us.
14. Independence!
Freedom from Debt is the first 
step toward financial Independence.
Reprint of an advertisement prepared for the Industrial Morris Plan Bank of  Detroit by 
Milton M. Alexander in coöperation with the President of the Bank, Eugene W. Lewis. The 
creed is just as valuable as a suggestion to accountants.
WHEN ANSWERING ADVERTISEMENTS MENTION THE CERTIFIED PUBLIC ACCOUNTANT
If the new Federal
T A X  L A W
BURROUGHS TYPEWRITER BILLING MACHINE
affects your business, see 
how this machine will also 
figure and accumulate the 
tax as the bills are written.
COMPUTING
M A K E  One J O B  o f  T Y P I N G  A N D  
C O M P U T I N G  the I N V O I C E
ELECTRICAL multiplication— and many 
automatic features of operation—make 
Burroughs Typewriter Billing Machine 
the fastest billing machine in use today. 
It is the only billing machine that multi­
plies directly . . .  as well as the only 
machine that types and computes a com­
plete invoice in one operation. All extend­
ing (by direct multiplication), discounting, 
totaling and other calculations are per­
formed as the bill is typed.
Investigate this remarkable machine for 
saving time, promoting accuracy and 
reducing billing costs. Telephone the 
local Burroughs office, or write Burroughs 
Adding Machine Company, 6319 Second 
Boulevard, Detroit, Michigan.
B u r r o u g h s
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R E S I D E N T
F i n a l  E x a m i n a t i o n
P L A N
Upon request, we will gladly send our booklet, “How 
to Learn Accounting to anyone who is interested in 
obtaining full information regarding I. A. S. train­
ing. Address the International Accountants Society, 
Inc., 3411 South Michigan Avenue, Chicago, Illinois.
I n t e r n a t i o n a l  
A c c o u n t a n t s  S o c i e t y , I n c .
A Division of the 
ALEXANDER HAMILTON INSTITUTE
WHEN ANSWERING ADVERTISEMENTS MENTION
AN outstanding feature of the course 
  in Accounting offered by the Inter­
national Accountants Society, Inc., is 
the Resident Final Examination, which 
each student must pass before his di­
ploma of graduation is issued.
The Resident Final Examination Plan 
was inaugurated in April, 1925, and 
every student enrolled for the ninety- 
lesson I. A. S. Course since that time is 
required, after finishing the work on 
his course, to take an examination held 
under the personal supervision of a 
Certified Public Accountant (or, if a 
C. P. A. is not available, an Attorney at 
Law) either in the student’s home city 
or in an adjacent city.
Just prior to the date of examination, 
the necessary examination questions 
and all blank forms for the candidate’s 
working sheets, schedules, statements, 
and other papers required for the so­
lutions, are mailed to the supervising 
C. P. A., as a confidential communica­
tion between himself and the I. A. S.
The examination material is handed 
to the student at the beginning of the 
examination period. It is the supervi­
sor’s obligation to remain with the 
student during the examination and to 
insure that he completes the examina­
tion without having access to textbooks, 
notes, or any outside help.
When the examination is finished, 
the papers are turned over to the 
supervisor who forwards them to the 
International Accountants Society, Inc., 
in Chicago, where final judgment as to 
the student’s eligibility for a diploma 
is made by the Active Faculty.
The same examination is never given 
the second time in the same city.
The Resident Final Examination Plan 
assures prospective employers that 
I. A. S. graduates possess a thorough, 
tested knowledge of Accounting.
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"Success or failure in business is caused more by mental 
attitude even than by mental capacities.”
—Walter Dill Scott.
T h e  P r e s i d e n t ’ s  P a g e
T o d a y ’s  C h a l l e n g e
By Ralph W. E. Cole, C.P.A.
TEAMWORK is a great thing. W e can see that, now that football season 
has again opened. Except on a fluke, no team has a chance to win unless every
player does his part to make 
the w hole team function 
properly. All of our really 
good football teams have de­
pended on teamwork. No  
one player has carried all the 
load. Every player is essential.
W e have exactly the same 
situation in the field of ac­
counting. N o single account­
ant can progress far without 
the aid of others. He is just 
as helpless without that aid 
as your favorite open field 
runner is without his inter­
ference.
W e are organized. W e 
have our own State and 
national Societies of Certified 
Public Accountants. It is es­
sential that these organiza­
tions have the full support 
and cooperation o f everyRalph W. E. Cole, C.P.A.
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member of the profession. Brilliant leaders are valuable but cooperative team 
work is essential for the task which faces us. The profession needs the aid 
of every Certified Public Accountant in the United States, and every C.P.A. 
needs the national perspective.
Accounting has been elevated until it is now an honorable and important 
profession. The questions that challenge each one of us today are: What can I 
do to meet the demands of the present day? What can I do to keep my profes­
sion in the first rank? There can be but one answer. The answer must be in 
action; not words only. Give unselfishly of our time, our effort, and our ideas. 
Join, attend, and support our State Society and our American Society. Attend 
the meetings. Take an active part in the discussions.
Do it all in a spirit of cooperative tolerance and consideration. There can­
not help but be some differences of opinion on many questions which are con­
stantly arising. Find a way to answer these questions, and in order to do this 
it is imperative that we cooperate; give as well as take. W e cannot all have 
our own way all o f the time, yet these problems must be solved.
Someone must show business the way to prosperity, and we, as members of 
the accounting profession, which perhaps alone has vital access to the ear and 
mind of national business today, may be the greatest force in this country for 
moral, spiritual, and economic progress. W e ought, as members of this pro­
fession, to be THE ones to obtain a clearcut view of the problems before us, 
to find the causes and, knowing the facts, have the courage to face them.
Let us consider this a little further.
W e all answer to the same general name— C.P.A.— but how often do we 
think of these three initials as something more than the mere designation of 
members of the accountancy profession? The very fact of public license war­
rants the business public in placing its confidence in us. The acceptance of this 
trust is a primary duty, but the fulfillment of this trust is one of the greatest 
challenges ever given to a group of professional men and women.
Industry is gradually working its way out of a period of adversity. The times 
are full of peril. It is up to us to meet the challenge and guide the business 
public safely back to financial security by keeping business established on a 
sound basis. It is our duty not only to see what has been wrong in the past, 
but we should correct these wrongs and guard against further mistakes in the 
future. This may not be done as easily as it may be stated, for there are many 
factors which are in need of careful consideration.
First, it is essential that we have a proper knowledge of the requirements of 
our individual practices, as well as a general and specialized knowledge of 
accounting. Then study continually to improve our knowledge and our methods 
in the various trends of each individual practice. Develop in advance of busi­
ness, in order to establish better business conditions, and to advance prosperity 
as much as possible, yet keep it in proper channels so as to avoid repetition of 
conditions, such as have existed for the past few years. To do this successfully, 
let us continue our study of economics, business conditions, business forecasting, 
and the many closely related subjects. Remember that we deal in NEWS, not
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HISTORY only, that our business is the sifting of data to find FACTS which 
we not only present but INTERPRET.
W e not only should train ourselves in these things, but we should also see 
that others are properly trained to step in and fill capably the places of those 
who are constantly dropping out. Ours is the task to see that the right type of 
young men receive the proper training in order to further the highest interests, 
both of the public and of the accounting profession.
It is immediately apparent that this task demands the utmost in teamwork 
and cooperation. It is for exactly this purpose that our State societies and The 
American Society have been organized and developed to the high position 
they now hold.
If The American Society of Certified Public Accountants is to become a 
facile and effective instrument in American progress, it must not allow its 
efforts to be determined by chance or by circumstance, but its activities must be 
founded upon the sound basis of cooperation, well considered and well planned.
R e f o r m a tio n  a n d  U n d e r s ta n d in g
By Frank W ilbur Main , C.P.A.
Perhaps the most natural characteristic of every sincere and conscientious 
professional man, whether he be surgeon, minister, lawyer, or certified public 
accountant, is an urge to reform. Without this urge the younger professional 
man feels of necessity that hef is derelict in meeting his professional responsi­
bilities. W hile this more or less dominant characteristic has been of great value, 
it has carried in its wake much harm. To illustrate: most older medical men 
will freely admit that while operations have saved innumerable lives and have 
done inestimable good, many operations had better remain unperformed. The 
surgeon sees the need for the operation; he does not always appreciate the 
shock or maladjustments which may follow.
It is far easier for a professional man to attempt to reform than it is to under­
stand. With the passing of years, the professional man, generally speaking, 
seeks to be less of a reformer and more of an understander. It takes far more 
patience, far more effort, and infinitely more tact to understand than it takes 
to point out glaring faults.
The surgeon who really serves his patients is one who before operating 
thoroughly diagnoses and understands the background, and all other conditions 
pertaining to said patient; he also studies the effects the operation probably 
will have.
The research man, if he is to succeed in even a small measure, must under­
stand the subject on which he is working. The great advantage of understanding 
is that a clear insight into actual and true conditions usually discloses the 
solution of the problem.
It is far more simple for an accountant to rush in and recommend the dis­
charge o f this man and that man and this change and that change than it is
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patiently to study the business, and to understand not only the policies and 
background of the business but the actual working of the minds of those in 
control. The accountant who is able to understand his client and the problems 
of his client is always welcome, and need have very little fear of losing said 
client. It is far more spectacular to reform than it is to genuinely understand.
If we are to serve our clients during these trying and distressing days, it will 
be necessary for us to spend many wakeful hours during the night in seeking 
to understand not only the! problems of our clients, but the suggestions which 
should come from us as their accountants.
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“ T h e  S i n e w s  o f  t h e  P r o f e s s i o n ”
The President’s Address
By Henry J. Miller, C.PA.
Man is born a helpless mite of humanity, breathing, crying, cooing, ex­
hibiting only the simplest manifestations of Life. His strength is negligible, 
and because of his weakness he is entirely dependent upon the care and attention 
of others.
As Man ages, he grows stronger. Under the direction of others he exer­
cises and develops, until his sinews have strengthened and he crawls, walks, 
runs and takes his place as an independent being.
And when he has become vigorous enough to rightfully claim this inde­
pendence, the care and attention of others grows less, and his future develop­
ment gradually is left entirely to his own judgment.
So it is with our Profession. At its birth, weak, impotent, it depended for 
its existence largely upon those outside of the Profession. It was fortunate 
indeed in having good care, while infant muscles exercised, and sinews strength­
ened. Today, the Profession is entirely independent, needs no nurturing guid­
ance from any one, and like Man, its future development depends entirely upon 
its own judgment.
Strength, while natural to some extent, never becomes unusual without 
carefully planned and executed exercises. The strength of the profession de­
pends upon the development of proper sinews. And principal sinews must all 
receive equal attention, in order that coordinated effort suffers no setback 
through weakness in a vital department.
There are many component parts of the profession which might be termed 
vital sinews. There are many minor activities also that contribute to the whole. 
The purpose of this address is to direct attention to just four factors of the 
certified public accounting profession, which should be continually strength­
ened, for, the advancement of our calling. They are:
(1) Education
(2) Examinations
(3) Professional Consciousness
(4) Organization
Discussing the first, Education. Certified Public Accountants must in­
crease the educational requirements of those joining the ranks. I realize that 
there is a marked tendency by some to characterize the proponent of advancing 
educational requirements as one inclined to aristocracy. I realize that some are 
quick to believe that he who urges education beyond High School, is one bent 
upon creating a sort of nobility akin to snobbery. Nevertheless, Certified Public 
Accountants of today and tomorrow, are expected to possess, and actually need, 
higher education than High Schools furnish.
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The fact o f the matter is, that while there are many successful practicing 
C.P.A’s today who in their youth did little more than complete grammar school, 
all have acquired through reading, study, observation and practical experience, 
educational training well equivalent to several years in college.
Our Profession has arrived! It is well recognized today by the world, and 
the clientele we serve expect the same culture and well-rounded knowledge, the 
foundation of which is usually laid at college. W e are no longer regarded 
simply as skilled mathematicians or unusually adept bookkeepers. W e are not 
in the minds of business or finance even in the category of employee. W e are 
rightfully expected to be independent professional men serving in an advisory 
capacity—diagnosing and prescribing—not simply recording. The C.P.A., to 
fill the place he holds in public opinion, must have educational training sufficient 
to place him at least on a basis of equality with the culture and education of 
the more substantial business and financial executives.
The mechanics of accounting today are not its most important part. I have 
known staff accountants, gifted almost to the extent of genius in mathematics 
and accounting procedure and technique, but woefully incapable of proper 
presentation of facts because of inadequate education.
Ascertaining the correct answer to the problems of a client is of little 
avail if the correct answer cannot be presented, not only in grammatical English, 
but with convincing and sometime persuasive logic.
Likewise correct mathematical answers according to sound accounting 
theory are of little avail unless considered in relation to economics, finance, and 
allied subjects not usually found in accounting courses or at High Schools.
N ot only in our work is educational background necessary, but in our con­
tacts with others. W e claim, and rightly so, professional standing, therefore, 
we should be prepared to associate on an equal level with members of the 
older learned professions, displaying naturally the well-rounded training of 
college education.
Members of the profession admitted in the past possess this quality. Many 
have had the benefits of higher education, and those who have not, have either 
disappeared, or have acquired it in the University of Life.
Today, however, we must look forward to tomorrow. The profession must 
continue to strengthen itself, and the sinew of educational advantages should be 
developed by a serious attempt to raise standards, though carefully and slowly.
The second point I raise concerns Examinations.
Examinations are the only yardstick available to measure fitness for the 
designation C.P.A. Much is heard about the hardships and inequalities of 
examinations. That they are far from perfect tests of ability must be admitted; 
on the other hand they are as efficient as human devices can become and their 
imperfections are minor and of little importance.
The profession, I believe, needs to give very serious consideration to de­
veloping this sinew, so important to increased strength. Since the birth of the 
C.P.A. movement little change has been made in the scope of State C.P.A. ex­
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aminations. Naturally, the development of our science has forced the use of 
more difficult and complicated questions and problems, but, we are still re­
quiring after over thirty-five years, a demonstration of skill in subjects practically 
the same as when the C.P.A. represented little more than an expert bookkeeper.
The demands on the public practitioner today, have increased materially, 
requiring knowledge of economics, finance, municipal accounting, taxation, and 
many other principles o f business. The examinations, however, for the most 
part, are confined to the exercises of the infant C.P.A. of over thirty-five years 
ago.
Again, examinations must be representative and of equal standard through­
out the states, yet reflect and lay particular emphasis on the specific conditions 
of each State. There are questions and problems of vital interest to California 
practice, that need be considered only as to the principle involved in Massa­
chusetts. My own State, Louisiana, presents specific accounting difficulties re­
quiring more detailed knowledge than should be necessary in Michigan.
And, I believe, in addition to what I have already said, the time has arrived 
when oral examinations should be discarded in all of the states, as it is im­
possible today to properly pass on an applicant’s knowledge of accounting'ex­
cept by written test. Some states, Louisiana among them, have legislated against 
oral examinations, and in the interest of fairness and maintenance of standards 
of proficiency, I believe all states should do likewise.
I commend to you serious consideration of this Examination problem when 
you return to your respective states. I commend it not in a spirit of attempting 
to exclude worthy men and women from our ranks, but in a spirit of developing 
our personnel to proper standards. This sinew of the profession, to be strength­
ened, requires more vigorous exercise than that in use since birth.
Let us next consider my third subdivision— Professional Consciousness.
Not the least of the sinews of our profession lequiring constant strength­
ening is the consciousness that ours is a profession.
If we are to conduct ourselves as professional men, if we desire the world 
to consider us professional men, if we demand recognition from other groups 
as professional men, we must ever be fully conscious of being members of a 
profession. Doubt is the great enemy of accomplishment. When men hesitate 
in the midst of any undertaking, doubt creeps in and the goal begins to slip 
beyond their reach.
If our calling was a business and not a profession, it would not have 
shaped itself in the direction it has, these many years. It would not stand as it 
does today with every member recognizing its professional attributes and accept­
ing its professional responsibilities— save only a few, without the pale, looked 
upon with marked disfavor by their fellow practitioners. If we are in business 
at all, then we are simply hampering our activities by foolish professional rules, 
and needless sacrifices, and the door should be thrown open to every legitimate 
artifice from cheapened mass production to advertising endorsements by Movie 
Stars and social butterflies. If we are a business— location, underselling, trade­
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marks, marketing and labor-cost reduction should have our attention, for the 
development o f our business and net profits.
It has been decreed, however, that as we grew from a handful of C.P.A’s 
to thousands, our right to Professional classification has been universally ad­
mitted and our fellowmen in every walk of life expect us to observe the pro­
prieties of that classification.
W e must, therefore, develop a strong Professional Consciousness that 
never leaves us, that never even falters as we discharge our daily duties. An in­
separable certainty that we are professional men, a certainty that will not per­
mit us to handle any problem, of any character, except from the professional 
viewpoint.
There can be no compromise in our minds as to whether we are in busi­
ness or practicing a profession. W e cannot be hybrids— if we are, we cannot 
endure as a specific class. All matters coming before us must be considered on 
the same basis. W e cannot for instance, regard the acquisition of new engage­
ments as a strictly business proposition, and there discharge a strictly profes­
sional one. Such a combination is impossible to one who has fully developed 
professional consciousness. They who are imbued with the thought that they are 
in business will acquire new business and discharge it as business—with an eye 
only to profit. They will not be dishonest— they will not operate without the 
law—but they will give exact measure of service according to specific contract—  
no more—no less—regardless of unusual features that develop during the en­
gagement. Such conduct is impossible to one who never forgets his professional 
classification—he does not need to study Ethics— in his mind and heart he sees 
his duty and his obligation as a professional man and he cannot deviate there­
from without the inward knowledge that he has sinned.
So, I urge development of Professional Consciousness. It is an important 
sinew and deserves the closest attention because of its importance to strength­
ening individual conduct and public opinion of the C.P.A.
And now comes the most important muscle of all— Organization.
Organization coordinates, as does the brain, all of the sinews—wielding 
them in unison and harmoniously so as to achieve the greatest result from the 
whole. The punch muscles, powerful shoulders, arms and hardened hands of 
the boxer, are of little value unless coordinated by the brain into responsive 
action with the legs, feet, eye and twisting torso of the fighter. And so it is with 
organization in our profession; it is the directing force, upon which everything 
depends.
The Certified Public Accountant must be thoroughly and properly organ­
ized to continue the advance of his profession. The organization must be from 
within out. It should start at the roots, develop the stem and bloom at the top.
The roots of the profession are in local chapters— organizations within 
local communities, feeding the stem, the State societies, and blooming into 
flower—the National body.
The American Society has ever recognized this principle, and since its
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birth has fostered the formation and development of both local chapters and 
State organizations. Wherever there are a half dozen C.P.A’s there should be 
a local chapter of the State body. Professional and social intercourse possible 
even in small chapters is productive of the greatest good for (every practitioner. 
These chapters should be part and parcel of the State body, which in turn should 
be definitely affiliated with the National body. Local groups to handle local 
matters, State groups State matters, and the National society national matters.
I am happy to say that The American Society, believing in, and recognizing 
the value of such interlocking associations has just amended its charter and 
by-laws to provide that only members of State organizations henceforth are 
eligible for membership therein.
Organizations must be formed along the same fundamental lines. It is 
my belief that membership in State bodies as well as in the National body, 
must recognize one standard of membership— possession of an unrevoked 
State-granted C.P.A. Certificate. 1 do not favor more than one class of mem­
bership. The Public Accountant, recognized by State law or not, has no place 
in an organization of Certified Public Accountants. His interests, and often his 
aims or ideals, necessarily clash in some particulars with those of Certified 
members and discord is bound to creep in.
On the other hand, I do not favor a separate class of membership among 
certificate holders themselves. I believe that C.P.A’s in public or private 
practice have common interests, which the character of their employment cannot 
color. Each should have the same rights and privileges as the other, and each 
advances the profession in his own way.
Nor, do I believe that the newly acquired certificate holder should be 
required to serve a period of apprenticeship before securing full membership 
rights. It is my opinion that after having successfully satisfied character and 
educational requirements and passed State Board examinations, the new C.P.A. 
is well qualified to be granted the same membership rights and privileges ac­
corded every other member. It may be said, and truthfully, that the maturity 
and experience of men with years of public practice advance them beyond the 
youngster just embarking on his career, but this well-recognized truth itself 
assures proper consideration of the views of seasoned practitioners, in the dis­
cussions and decisions within the organization.
I recommend, therefore, further development of the sinew—Organization. 
Much is yet to be done, in local Chapter, State Society, and National Society, 
to standardize and perfect union of all three. It is work, however, of the most 
important character, for the sinew Organization is the directing brain of the 
profession.
Much more could be said, and there are some perhaps who feel that im­
portant features not mentioned should surely be included in an address with as 
broad a title as this one has. I confess the desire to discuss still other needs of 
the profession, and at more length, is strong. The patience of my audience 
must be considered, however, and talking too long does harm instead of good.
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So, believing that after all, four vital sinews of our profession have been 
at least mentioned, and hoping that my remarks have stirred you to deeper con­
sideration of the necessity of their development, I will close, happy if 1 but move 
you to strengthen just a little, these four sinews of our profession—
Educational Requirements 
Representative Examinations 
Professional Consciousness and 
Organization, Local, State and National.
C o m m e r c i a l
A D ECISIO N rendered on August 10, 1932 (Docket No. 6615), by the U. S. Circuit Court of Appeals, Ninth District, in 
an appeal case from the U. S. District Court 
for die Northern District of California, serves 
to illustrate the possibilities of service to be 
rendered by Certified Public Accountants to 
clients in advising them as to the proper use 
of arbitration clauses in commercial contracts.
The case was that of Catz American Com­
pany, a New York corporation, vs. California 
Prune and Apricot Growers Association, a 
California corporation, brought before the U. 
S. District Court under a contract for the pur­
chase by the former from the latter of its 
entire stock of prunes from the 1926 crop and 
in which there was an arbitration clause pro­
viding that any dispute arising under the 
contract should be settled by arbitration before 
the Dried Fruit Association of California. 
The California corporation refused to so ar­
bitrate a dispute and the New York corpora­
tion brought an action to secure a compelling 
order from the U. S. District Court, presum­
ably on the ground of interstate commerce 
being involved. The District Court issued 
such an order and the California corporation 
took an appeal. The Circuit Court of Appeals 
overruled the order of the lower court on the 
ground that because of the provision made for
Vote
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A r b i t r a t i o n
arbitration the U. S. courts were without juris­
diction to compel arbitration; that such ques­
tion was one coming under the jurisdiction of 
the State courts.
Cognizance of the refusal to arbitrate, as­
suming interstate commerce to have been in­
volved, probably would have been taken by 
the Circuit Court of Appeals and the com­
pelling order of the lower court sustained, if 
the arbitration clause had provided for arbi­
tration under the U. S. Arbitration Act, or if 
it had provided that "judgment upon the 
award rendered may be entered in the highest 
court of the forum, State or federal, having 
jurisdiction,” which is recommended by the 
American Arbitration Association as a general 
clause for such situations.
Apparently the New York corporation is 
placed in the situation of having to go into 
the State courts for an order to compel the en­
forcement of the arbitration clause or, because 
of the refusal of the California corporation to 
have the dispute arbitrated in the manner pro­
vided in the contract, have recourse to an ac­
tion in the United States courts for such 
remedy or damages as it may claim; all be­
cause arbitration was not properly provided 
for in the contract under the conditions indi­
cated.
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S o m e  P r o b l e m s  o f  t h e  L a s t  T h r e e  Y e a r s *
By Arthur H. Carter, C.PA., New York
'VVTE are all concerned with sound policies 
designed to reconstruct business, and in 
revising old and formulating new policies, 
we cannot plan for the future without taking 
advantage of the lessons learned from the 
problems of the past. What has occurred, and 
the difficulties presented for solution, have 
been definite, and offer some valuable ex­
perience to business generally, and to prac­
tically every wage earner, professional man, 
business executive, banker, investor, and tax­
payer of this country. I do not profess to 
have any panacea for depressions, but there 
are some facts and experiences related to the 
devastating period through which we have 
been struggling from whidi, with little imagi­
nation, any one might reasonably be expected 
to derive a lesson that would assist him in 
directing his future course in avoidance of 
some of the troubles of the past.
After three years of severe re-adjusting, 
securities representing the properties of this 
country are selling at unwarrantedly low prices 
and the questions—"What is the matter?” 
"How has this come about?” ‘’Who is respon­
sible?” and “What should be done?” are 
heard on every side.
We are told by some that corporate 
managers have exploited the people; that they 
have put their own enrichment above their 
duty to the stockholding interest or to the 
patronizing public; and that, to correct the 
situation, the Government, in effect, must step 
in and regulate business.
Carried to the extreme, this is dubious doc­
trine. There can be little doubt that the men 
entrusted with the management of corpora­
tions are generally better fitted to administer 
the affairs of such corporations, and to exer­
cise judgment in matters concerning both the 
investor and the public than those who may 
be selected to hold public office are qualified 
for such positions—much less to undertake 
administrative control over corporations.
We are not without information of the 
effect upon great business industries of being
^Address delivered at Annual Meeting of The 
American Society, Indianapolis, Wednesday, Sep­
tember 28, 1932.
hampered by Government regulation as com­
pared with the effect of being let alone.
I want to quote the language employed by 
the late President Hadley of Yale University, 
in a lecture on "Ethics of Corporation Man­
agement” :
"Personally, I am one of those who look 
with serious distrust on each extension of 
political activity. I believe that the Inter­
state Commerce Law did more to prevent 
wise railroad regulation than any other 
event in the history of the country. I think 
that the Courts would have dealt with our 
industrial problems better than they have 
done if the Anti-Trust Act had never been 
passed. I have gravely doubted the wisdom 
of some of the more recent measures passed 
by the National Government.”
This reads as if it might have been written 
yesterday—actually it was said in 1906.
Business executives, like all other human 
beings, are not infallible, and have made mis­
takes in the past, but I believe it is safe to say 
that their standards of performance have been, 
and will continue to be, well above those of 
the average political officeholder. Certainly, 
no one in Governmental service has had to 
face more serious realities and difficulties dur­
ing the past three years than have business 
executives.
The problems presented to business execu­
tives during this depression have been colossal 
and in many instances, heartrending, because 
of the effect upon thousands of wage earners 
throughout industry. The banker has not only 
had his own immediate problems, but he has 
participated in the difficulties of the business 
enterprises he has fostered, and of the individ­
ual borrowers, and in some cases he has had 
to cope with panicky depositors. The wage 
earner’s problems have been equally as dif­
ficult, and in many million cases, pathetic. The 
investor has been awakened to the unhappy 
realization that securities once regarded as 
safe as to principal and income may in such 
major catastrophies totter and fall with the 
avalanche of destruction.
As for the taxpayer, he realizes today as 
never before that the cost of government in
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this country has gone far beyond all reason­
able bounds, and that governmental borrow­
ings are mortgaged capital upon which interest 
and amortization must be met by taxation.
In fact, there seems to be no philosophy of 
life surrounding any class of human beings 
that can free any one of them from economic 
conditions.
So much for generalities.
What, specifically, have been some of the 
problems of the past three years and the les­
sons to be derived therefrom, which may be 
considered of general interest to accountants, 
and to those concerned with the financial 
affairs of business?
One of the most important groups of prob­
lems is that having to do with corporate capi­
tal structure. Every business, large or small, 
capable of withstanding the past three years 
of decline has demonstrated that a properly 
balanced capital structure is a first essential 
to its stability. Business failures of the past 
and the bankruptcy morgue contain many 
evidences of the results of failure to provide 
a capital structure so balanced as to safely 
carry the enterprise over a period of years dur­
ing which valleys as well as peaks in business 
volume are bound to be encountered.
The financial structures of business enter­
prises, as expressed by the balance sheets, and 
the earning capacity, as disclosed by the in­
come statements, are receiving the attention 
of bankers and the investing public to a 
greater extent today than ever before. This 
is due largely to the wide diffusion of stock 
ownership among investors. It is estimated 
that there are over ten million persons in our 
country whose hard-earned savings are in­
vested in securities.
As a result of this condition, the public 
demands facts, and the public press, recogniz­
ing this condition, is devoting more and more 
space to the financial affairs of corporations. 
Statistical organizations and investment coun­
selors are enjoying a heavy demand for their 
services, and the annual financial reports of 
corporations are being distributed to a greater 
number than ever before in the history of 
business. The confidence of the public in an 
enterprise, whether in its product or in its 
securities, is perhaps the most important, and 
at the same time, the least expensive of all 
the factors of success.
Another development along this line, of 
particular importance to the profession of ac­
countancy, is the trend toward references to 
independently audited financial statements in 
every form of publicity of the financial af­
fairs of corporations. A recent survey made 
by The New York State Society of Certified 
Public Accountants of the annual reports of 
corporations whose stocks are listed on the 
New York Stock Exchange disclosed the fact 
that in 83% of the reports examined, definite 
reference was made to the fact that the state­
ments contained therein had been audited by 
independent public accountants.
The ratio of capital assets to long-term debt 
is a most important relation at all times, and 
particularly during distress periods. Long-term 
debt should bear a reasonable ratio to capital 
assets, and the latter should be conservatively 
valued in relation to their productivity or 
earning capacity. Debt should be adjusted in 
times of easy credit so that interest charges 
may be met undeo extreme conditions extend­
ing over at least two or three normal cycles 
of such business.
Capital assets should be financed through 
long-term borrowings, if not by initial capi­
tal, or by fresh capital contributed by the 
stockholders. There have been numerous ex­
amples in the last three years of the effect of 
a near-sighted policy in short-term financing. 
While it is true that immediately preceding 
this depression, credit conditions imposed a 
high premium upon any type of financing, it 
is obvious now that any enterprise which 
sought long-term funds at that time well 
might have paid the price rather than accept 
the risks of a greater penalty imposed by the 
depression.
A large majority of business failures in this 
country before and particularly during this 
depression, may be accounted for by inade­
quate free working capital.
Working capital should be in proper bal­
ance with the volume of business done—ade­
quate for the normal peaks, and kept inviolate 
from the inroads for capital expenditures.
It seems now to be well recognized that 
too large a portion of the earnings of some of 
our industries have been invested in further 
production facilities. Under such conditions 
the return on invested capital, rather than the 
return per share on capital stock of a definite 
par or stated value, should become the meas­
ure of performance, and should so continue 
until the investment of earnings in capital 
assets is definitely expressed in capital stock.
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An adequate accounting system, proper 
budgeting of sales and costs, and well con­
sidered and currently adjusted projection of 
the business for a period of at least five years, 
with allowances for valleys as well as peaks, 
are essential parts of the foundation upon 
which a sound working capital structure is 
built.
Turning to another set of problems, let us 
consider for a moment the position of the 
directors of a company:
The company itself cannot act in its own 
person for it has no person; it can only act 
through directors and officers.
Directors are sometimes referred to as 
trustees of the stockholders. I think it is more 
nearly correct to say that they are in the posi­
tion of managing partners selected to fill that 
post by arrangement among all the partners. It 
does not matter what you call them so long 
as all understand that they are managing the 
company for the benefit of themselves as 
stockholders and of all other stockholders. 
They are something more than agents of the 
stockholders.
Those who have followed the events of the 
past three years have observed startling evi­
dence of the pressure brought to bear upon 
directors of various corporations.
The Royal Mail case in England aroused 
vigorous thought on this subject, and more 
recently we have been shocked with the 
further realization of the definite responsi­
bilities and duties of directors of corporations 
by reference in the public press to complaints 
lodged against them.
There were references in recent headlines 
to a suit for over a million and a half dollars 
against directors of a large bank; to the settle­
ment of a suit against the directors of a large 
industrial corporation by the payment of ap­
proximately one-half million dollars; and to 
a suit for 135 million dollars against eight 
directors of another corporation. There are 
others of minor importance which are not 
sufficiently conspicuous to attract public notice, 
but I mention these few to emphasize the fact 
that the business of a director is becoming 
more serious.
Public accountants, I believe, have always 
appreciated that, in the last analysis, important 
corporate transactions and policies required 
the approval of directors. We have always 
realized that a review of the minutes of Board 
meetings was an essential part of our exami­
nation of corporate affairs. However, I do not 
believe that directors have taken advantage of 
their opportunities in many instances to in­
form themselves of the services independent 
accountants may render for their protection, 
nor do I believe that some directors have 
realized that to properly discharge their duties 
in many situations they are really obligated to 
utilize the services of independent public ac­
countants.
Recent embarrassing situations suggest the 
desirability of a closer relationship between 
directors and independent auditors of cor­
porations, if for no other reason than the 
personal assurance to directors that the affairs 
of the corporation are under proper indepen­
dent scrutiny, and the regularity of trans­
actions, as reflected in the accounts, confirmed.
With the increasing number of stockholders, 
more and more will be demanded of directors, 
and they will be obliged for their own pro­
tection and reputation to discharge their duty 
in no perfunctory way. I look forward to the 
time when independent auditors of corpora­
tions will be brought into directors’ meetings 
to advise with respect to accounting policies 
in the same manner that lawyers are now 
consulted on legal questions. I do not intend 
to imply that it is proper for an independent 
accountant to occupy an official position in a 
corporate organization, but I do believe that 
his relations with the company should be 
utilized by directors and corporate executives 
to a greater extent than has been customary 
in the past.
The corporate executive has not only shared 
with the directors in meeting the problems 
common to both, but has also been confronted 
in his own particular field with conditions 
that have constituted a searching test of his 
ability and ingenuity. It is most fortunate for 
the welfare of all those engaged in business 
that these leaders in the majority of cases have 
met their responsibilities successfully, and are 
still meeting them with vigor and ability. The 
weaker have fallen by the wayside.
Taking the span of the last six years, we 
find in the first three years plants humming 
and production going forward at an almost 
unbelievable pace. During the last three years 
we find exactly the reverse condition. Two 
diametrically opposed situations within a span 
of six years have presented a severe test for 
the most efficient of executives. Few, if any, 
in their lives have faced a similar combination
590 THE CERTIFIED PUBLIC ACCOUNTANT October,
of business trends, proceeding up and down 
hill, and around sharp curves with such terrific 
speed.
In the first three-year period, industry was 
geared to the theory of mass production, and 
the task of slowing down and making the 
necessary adjustments during the last three- 
year period has proven incomparably difficult.
The executive of a corporation whose finan­
cial structure was sound and working capital 
position strong, has been able to face the re­
adjustment with confidence, but in many cases 
he has not acted as promptly as the situation 
demanded, and has found it difficult later to 
make the more drastic re-adjustments necessi­
tated by his delay. Over-optimism seems to 
have been the cause of this delay in practically 
every industry. Facing the facts would have 
been much more helpful to all concerned.
Theories of organization have been tested, 
and in some instances, upset. Has the theory 
of centralized control as contrasted with de­
centralized management met the conditions of 
the past three years with any greater speed 
and effectiveness? The theory of mass pro­
duction, with increased sales promotion to 
dispose of excess products, has bumped up 
against the realities of supply and demand.
The corporate executive facing these major 
difficulties has found himself to a greater 
extent dependent upon proper accounting, 
budgeting, and cost control to cope intelli­
gently with his problems. His accounting 
policies in the past have played a major role 
during the depression; in fact, the condition 
of every business is not only based on some 
accounting equation, but its destiny is guided 
by proper accounting concepts and data.
The losses suffered by business enterprises 
during the recent steady decline in business 
volume, continued unemployment, and shrink­
age in income of the individual have placed 
a greater responsibility for the exercise of 
sound judgment on the part of the credit 
grantor than has been demanded for many 
years.
In prosperous times, the risks involved in 
the extension of credit to all classes of busi­
ness and individuals are relatively slight, yet 
we have observed even in prosperous times 
there has been a growing tendency on the 
part of credit grantors to give more thorough 
attention to financial statements of the bor­
rower. This tendency was brought about, to 
a great extent, by the complexity of business
organizations, the spread of the creditors’ in­
terests, and to the rediscount requirements of 
the Federal Reserve Banks. With this increas­
ing demand for financial statements of the 
borrower, there has been in increasing ten­
dency also to demand that the acccfunts of 
the borrower as well as the statements sub­
mitted to the credit grantor be substantiated 
by independent audit of his accounts. This 
tendency has been even greater since 1929. 
Credit men of banks and business enterprises 
have shown a stronger tendency from year to 
year to rely upon public accountants for cor­
rect information, and have generally through­
out the country shown a disposition to co­
operate with the profession of accountancy in 
the solution of their problems.
The recent intelligent and widespread 
movement to promote the use of trade ac­
ceptances should have the sympathetic support 
of the public accountant. There seems to be 
a good deal to support the claim that an ex­
pansion in the volume of trade bills would 
be of assistance in improving general busi­
ness conditions and in releasing credits from 
banks, including the Federal Reserve system. 
In addition, there is value to the profession of 
accountancy in such a movement. Businesses 
adopting trade acceptances will, of necessity, 
make every effort to maintain the rating of 
their paper by presenting to those discounting 
it full information as to the financial posi­
tion as well as earnings of their company 
properly certified by independent public ac­
countants. This is a subject worthy of the 
serious consideration and support of every 
practitioner in order that he may advise his 
clients of the trade and credit advantages 
where such media of credit may be employed.
You will find the American Acceptance 
Council, the United States Chamber of Com­
merce, banks, other similar organizations, and 
many of the leading corporations throughout 
the country urging the use of trade accept­
ances, and they will, no doubt, welcome the 
interest of the public accountant in this subject.
We all know how the investor has fared in 
this slough of depression. He apparently has 
not lost faith in the fundamental soundness 
of industry as indicated by the increasing num­
ber of stockholders, now estimated at over 
ten million in this country.
The problems of the investor are so indi­
vidual, numerous, and varied as to make only 
generalities applicable, but he has learned,
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more in the past three years than ever before, 
the importance of understanding financial 
statements; that the earning capacity of an 
enterprise, whose securities he owns, is not 
only as essential to income, but also has an 
important bearing upon the stability of the 
principal of his securities. He has observed 
hat the type of management, character of the 
: Board of Directors, economic position of the 
< nterprise, and the accounting policies of the 
(orporation are important factors in valuating 
his securities. He has observed that the ac- 
(ounts and affairs of more and more of the 
better corporations of this country are audited 
by independent public accountants, and that 
these same better corporations are giving full 
publicity to their financial affairs.
From a technical standpoint the problems 
confronting the public accountant during the 
past three years have been most interesting, 
difficult, and, in many instances, entirely new.
The proper solution of many of these prob­
lems presented to the profession were vital 
to business, and required courage and di­
plomacy on the part of the accountant, to con­
vince those concerned of the soundness of his 
views.
Some of the questions that have arisen dur­
ing recent years have had to do with the 
proper treatment in balance sheets and income 
statements of fluctuations in foreign exchange, 
which have presented many difficulties to or­
ganizations conducting foreign business. They 
have also had to do with the proper basis for 
the valuation of inventories under the unpre­
cedented collapse of prices of the raw material 
content; with the valuation and treatment of 
its own stock held by a corporation; with 
stock dividends; with depreciation under the 
most adverse conditions industry has known; 
with the write-down of capital assets, aban­
doned plants, and facilities; with consolidated 
balance sheets and income statements; and 
with intercompany transactions. I have named 
only a few of the real problems which, to say 
the least, have caused many accountants to 
stop and think.
Generally speaking, these problems have 
been well met, but I believe there is much to 
be done by the accountancy profession in 
crystallizing thought, in arriving at a common 
understanding on the points involved, and 
in bringing our members closer together to 
sustain our position on such important techni­
cal matters.
We are charged by the public with being 
too technical. It is said that our statements 
are not understandable to the layman; and 
that we are a profession with a vocabulary of 
technical words which no one, but ourselves, 
understands.
On the other hand, we find some of our 
clients endeavoring to obstruct the indepen­
dence of our position and the freedom of our 
expression of the facts. One of the most 
serious situations is the restrictions often 
placed upon the scope of our services, necessi­
tating material qualifications not only of the 
financial statements themselves, but of our 
certificates, for which the public unjustly 
criticises us. The scope of services performed 
by the independent accountant is determined 
by the contract entered into with his clients, 
as there is no law in this country nor regula­
tion of the various stock exchanges covering 
this situation. These restrictions are in most 
cases for the purpose of minimizing the ac­
counting expense, but there are outstanding 
instances where such restrictions have pre­
vented the accountant from rendering a type 
of service of greater value to the investing 
public and credit grantors.
Fortunately for the profession, it is be­
coming more and more the practice of reput­
able accountants to refuse engagements where, 
in their opinion, the restrictions imposed upon 
the scope of their services are such as to pre­
vent them from presenting the essential facts 
in such a manner as to give the investing 
public and credit grantors all the information 
to which they are entitled.
The legal technicalities in some of the cor­
porate laws of our states sometimes have a 
tendency to prevent the accountant from 
stating the results of a transaction consistent 
with sound accounting principles. This con­
dition, I presume, will prevail in keeping with 
the law of the land until those charged with 
formulating such acts recognize the merit of 
sound accounting principles. While financial 
transactions as expressed in the accounts may 
be claimed to be legal in every respect, the 
reputable accountant has long since learned 
that he must consider such premise as only 
a starting point and that, regardless of the 
technicalities of law, he is bound to insist 
that his statements also present a true and cor­
rect picture of the financial position of his 
client.
Obviously, the public accountant, faced
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with the criticism of the public on the one 
side and the restrictions and desires of his 
client on the other, has a most difficult role, 
especially in times of economic distress. This 
condition can be met only by concerted ef­
forts on the part of the members of the pro­
fession, and a more intelligent appreciation 
of the accountant’s difficulties on die part of 
the public and of those who engage his 
services.
The Classification of Accountancy Services 
is designed to help all who are in need of a 
more comprehensive understanding of the 
nature and scope of a public accountant’s 
services.
To criticisms of the public, I should add a 
few for our own common good. It seems to 
me that the various types of service the ac­
countant is equipped to render make it almost 
essential that he put himself in the place of 
the client and'of other interested parties to 
determine just what service will be of real 
value. In times like the present the year-end 
audit and report rendered some time there­
after, seldom satisfies all needs, and is far 
short of the real service the accountant can 
render to his client and others concerned. He 
should try to view each situation with broad 
vision to decide what, under the circumstances, 
is needed and reasonably might be expected 
of him. A little imagination, appropriately
and intelligently used, frequently is of great 
assistance. The success of the public ac­
countant depends in a large measure on his 
ability to grasp and fulfill the significance of 
this requirement.
There is something to be done in the way 
of placing the profession, in its true light, 
more before the public—letting the public 
know what the C.P.A. is—what he does, and 
why he does it. There is a woeful lack of 
intelligent understanding of the need for inde­
pendently audited financial statements; there 
is too little recognition of the profession in 
civic affairs; and among ourselves, we are not 
making sufficient progress in building a uni­
fied profession with a spirit of loyalty to one 
another, such as prevails in the profession of 
law and medicine. We are not thinking suf­
ficiently of defending or protecting our mem­
bers against unfounded or unreasonable criti­
cism.
To build a stronger and more respected 
profession that should occupy a higher posi­
tion in the business world requires the united, 
generous efforts of every man in the profes­
sion— a willingness to serve, a broad view­
point, and a realization that we must advance 
by our combined strength and standing as a 
professional body, and by the value and in­
tegrity of the services of the individual mem­
bers.
T h e  C o u n c i l  o f  A c c o u n t i n g  R e s e a r c h
By Howard C. Greer, C.P.A., Chicago, Illinois,
President The American Association of University Instructors in Accountancy
TT seems rather generally agreed today that 
professions, like sciences, can make no 
satisfactory progress except through the aid of 
research. Research involves an earnest, sincere, 
and dispassionate effort to disclose basic truths, 
to coordinate, analyze, and interpret them, 
and to develop from them principles and 
standards which shall guide future endeavors 
in the field. An energetic and sustained effort 
along such lines seems as indispensable to 
growth and development in accountancy, in 
medicine, and in law, as in physics or biology.
To be sound and effective, a research pro­
gram in accountancy needs support and guid­
ance on the one hand from teachers and 
writers who are most directly concerned with
principles and fundamentals, and on the other 
hand from professional practitioners who are 
in daily touch with the application of account­
ing theories and the requirements of actual 
business situations. It needs, further, actual 
research work—vigorous, intelligent study of 
important problems by individuals with sound 
training, broad experience, and a capacity for 
independent thinking.
Many accountants feel that in the past these 
various elements necessary to productive re­
search work have not been brought together 
in the most effective combination. Many teach­
ers and writers have been somewhat divorced 
from the realities of accounting practice; many 
practitioners have lacked the opportunity for
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extended concentration on questions of theory 
and principles. Committees made up of the 
most capable men in the field have found it 
difficult to get a specific task accomplished 
when it has involved a large amount of pains­
taking detail, coordination of independent 
efforts, and similar problems.
With such obstacles to progress, and with 
the increasing demands on accountants and ac­
counting, the profession and the public gener­
ally is experiencing some uncertainty and con­
fusion as to just what accounting means, what 
accountants are supposed to know, and what 
they may be depended on to do. Prominent 
bankers and business men have suggested that 
accountants should be called on to take more 
responsibility for accuracy and completeness 
in financial statements. Leading accountants 
have wondered how this can be done when 
standards are lacking, practice variable, and 
even terminology vague and uncertain. Teach­
ers have puzzled as to how to teach principles 
which seem often sacrificed to expediency, and 
have been criticised as impractical for their 
failure to train students to cope with actual 
situations.
A joint committee of teachers and practicing 
accountants gave some study last year to the 
problem of bringing teaching and practice 
closer together. Mr. E. L. Kohler, the chair­
man of the group, made a report on its discus­
sions before the 1931 convention jof the 
American Association of University Instructors 
in Accounting; this was published in the 
March, 1932, issue of The Accounting Re­
view. The Association endorsed the recom­
mendations in the report for an effective re­
search program, and directed its officers to 
further the project in every way possible.
After discussions with a number of those 
most interested the writer, as president of the 
Association, suggested the formation of a 
Council on Accounting Research, to be com­
posed of men representing in an outstanding 
way the study of accounting principles, re­
search into accounting facts, training of ac­
counting students, application of accounting 
methods, and professional practice of account­
ancy. It was felt that such a group could 
develop, sponsor, and direct a continuing pro­
gram of study looking toward the establish­
ment of fundamental accounting principles 
and standards of accounting instructions and 
practice. With a definite program developed
it seemed that it should be possible to work 
out some means of getting actual work done 
on important problems, with competent peo­
ple engaged in the tasks and adequate advice 
and guidance furnished by the membership 
of the Council.
This proposal was favorably received, and 
a request was then made for the cooperation 
of a number of men who have been promi­
nent in accounting teaching, writing, and re­
search, and in the educational and research 
aspects of public accounting practice. With­
out exception those approached cordially 
endorsed the project, and (except for two 
practitioners who felt unable to devote time 
to the work) all agreed to accept membership 
on the Council, which is made up at present 
of the following individuals:
John B. Canning, Leland Stanford Univer­
sity, California; Charles B. Couchman, Bar­
row, Wade, Guthrie and Company, 120 Broad­
way, New York City; F. H. Elwell, University of 
Wisconsin, Madison, Wisconsin; Harry A. Fin­
ney, Northwestern University, Chicago, Illi­
nois ; Howard C. Greer, University of Chicago, 
Chicago, Illinois; Henry R. Hatfield, University 
of California, Berkeley, California; Roy B. 
Kester, Columbia University, New York City; 
Eric L. Kohler, 1 LaSalle Street, Chicago, Illi­
nois; John T. Madden, New York Univer­
sity, New York City; George H. Newlove, 
University of Texas, Austin, Texas; Homer 
S. Pace, 225 Broadway, New York City; Wil­
liam A. Paton, University of Michigan, Ann 
Arbor, Michigan; George W. Rossetter, 33 
North LaSalle Street, Chicago, Illinois; Thos.
H. Sanders, Harvard University, Cambridge, 
Massachusetts; Hiram T. Scovill, University 
of Illinois, Urbana, Illinois; D. W. Springer, 
The American Society of C.P.A., National Press 
Building, Washington, D. C.; Walter A. 
Staub, Lybrand, Ross Bros., & Montgomery, 
90 Broad Street, New York City; Russell A. 
Stevenson, University of Minnesota, Minne­
apolis, Minnesota, and John R. Wildman, 
Haskins and Sells, 30 Broad Street, New York 
City.
Each of these men has been requested to 
suggest the problems which he believes call 
especially for intensive study and analysis at 
this time. A consolidated list of the sugges­
tions received is now being prepared and will 
be submitted for general consideration.
(Continued on page 626)
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T A L K I N G  S H O P
A Department Conducted by L. GLUICK, C. P. A. 1
The following comes from the Autocrat of 
the Breakfast Table by Oliver Wendell 
Holmes:
"All generous companies of artists, authors, 
philanthropists, men of science, are or ought 
to be Societies of Mutual Admiration. A man 
of genius, or any kind of superiority, is not 
debarred from admiring the same quality in 
another, nor the other from returning his ad­
miration. They may even associate together 
and continue to think highly of each other. 
And so of a dozen such men, if any one place 
is fortunate enough to hold so many. Next to 
youthful love and family affection, there is no 
human sentiment better than that which unites 
the Societies of Mutual Admiration. What 
would Literature or art be without such asso­
ciations?”
"And what” say we, "would this shop be 
otherwise?”
The following is quoted from Walt Whit­
man:
"When the proofs, the figures, were ranged 
in columns before me;
When I was shown the charts and the dia­
grams,
To add, divide and measure them;
How soon, unaccountable, I became tired and 
sick.”
A lot of business men say the same thing in 
less poetic language, when their auditors pre­
sent their reports.
It is an old saying that you cannot judge a 
book by its cover. Whether or not you can 
judge it by its index is debatable. In Law for 
Laymen by H. D. Greely, himself a C.P.A. 
(although that fact is not indicated on the 
title page) the index is devoid of "Audit” ; 
"Auditor” ; "Accountant” ; or "C.P.A.” It 
would seem to this legal layman that other 
laymen ought to be told that the services of an 
accountant are helpful in matters of legal 
business.
Each summer it is our intention to read one 
good book; one of the kind which is found on 
all lists of the hundred best books; which not 
one in a hundred, including bachelors of arts, 
ever do read. This year we picked on Tom 
Jones by Fielding. It has 919 pages; we quit 
after 225. We’ve had lots more fun checking 
through a thousand accounts receivable looking 
for a $12.35 error.
One day in August when there was nothing 
else to do, we went over some old files, finding 
a lot of obsolete stuff which we threw away; 
in short, semi-annual house cleaning. Among 
other things we found the memo books we 
kept the first four years of our apprentice­
ship, in which were faithfully recorded the en­
gagements on which we assisted, etc. We 
looked them over rather carefully and all at 
once a solemn fact struck us. Less than one 
quarter of all the firms and corporations 
therein listed were still in existence. Fasci­
nated by the business mortality indicated we 
made a rather copious test check of a hundred 
odd names and found that very few of them 
had succumbed in the last two years, during 
which the commercial death rate has been so 
high. Many of them were gone before the 
crash came. We wish we had had time to in­
vestigate the causes, for we had about as fine a 
representation of industries and commodities 
as one could find; big and small; old and 
new; urban and suburban; and less than 
twenty-five still alive!
Double Column Ledger 
Away back in March, 1925 (page 121, first 
column), we first mentioned this form; in 
June, 1929, we gave a contributed example 
of it. The multifarious uses of this type of 
ledger are so numerous, and so many C.P.A’s 
are unacquainted with them, that we here­
with set forth a couple of old ones, and one 
new one.
The most frequent use is in such trades as 
lumber and diamonds, where accounts are 
quickly settled by notes. As the use of Trade
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acceptances, or series thereof, is having a 
boom, this form of account is bound to become 
more popular, out of necessity, both for re­
ceivables and payables. It instantly answers 
the question: "How much do we owe (or is 
owing to us by) John Doe?” One account 
discloses both the amount on open account or 
on note (or T. A.).
The new use we devised for a client who 
was obliged to undertake some factoring of 
customers; that is discounting accounts re­
ceivable. To do this it is necessary to keep 
close record of the individual invoices. The 
Factor must, in effect, duplicate his customer’s 
accounts receivable ledger, and in addition 
show the amount advanced on each invoice, 
collections thereon, and the liability to the cus­
tomer for collections in excess of the advance. 
The left column shows the account receivable 
from the customer’s customer; while the right 
column shows the status of the loan advance 
and collection with the factor’s customer.
The general ledger control accounts are also 
set up in double column form. We regret in­
ability to reproduce the form here; space is 
inadequate.
Dignity
"I do not know” writes this correspondent, 
"whether this should be entered in the Em­
barrassment Sweepstakes or not; but ever since 
last March’s issue, in which Oldtimer discussed 
dignity, I have been wanting to tell you about 
it. In one place I go to, the facilities for the 
auditor are poor. (Aside by the Shoptalker, 
'Only one?’) The bookkeeper must take a lot 
of books and files off a rickety old table near 
her desk, and then move the table over towards 
the light, so I can work. Well, the last time I 
was there a piece fell right out of the table 
and we were afraid that with a heavy ledger 
on it, it would collapse entirely. So I asked the 
girl to get me a hammer from the shipping 
clerk, which she did, and I started to make 
repairs. In less than a minute the proprietor 
came storming in, sarcastically asking if I was 
a carpenter. The bookkeeper and I explained 
the situation and he calmed down enough to 
let me use one of the hitherto sacred tables, 
in the showroom. I was relating this with 
amusement to a professional acquaintance; but 
he replied most seriously that I was all wrong; 
that it was beneath the dignity of a C.P.A. to 
wield a hammer in a client’s place; that if
proper provision were not made for my work 
I should have walked out calmly and told them 
that I would return when the desk as well as 
the books were in Balance.”
On September 1, 1931, a new estate law 
went into effect in New York, completely su­
perseding all other statutes on the subject. 
Now as we go to press comes the anxiously 
awaited authoritative book on the subject. 
Chester J. Dodge is a Delta Mu Delta gradu­
ate of New York University; he is instructor 
in Fiduciary Accounting at St. John’s College; 
and what is much more to the point, he is 
"Auditor of Accounts” in the Surrogates Court 
of New York County. In this last capacity he 
handles the majority of big estates, and knows 
what he is writing about. Even though you do 
not practice in New York State this book 
should be of interest, for the estate laws of 
that State have always been regarded as models 
for others.
Is the Auditor to Blame ?
In the April, 1930, issue we printed a con­
tribution from one Jack Foley. It was strik­
ingly recalled to us by a recent occurrence which 
received some space in the public prints. Like 
the earlier episode it had to do with a storage 
warehouse; also like it, a trusted manager, in 
the absence of the major owners, started to 
rob. But unlike Foley’s story, in the recent 
case he conspired with the bookkeeper and got 
away with one hundred thousand dollars be­
fore the return of the owner. The books had 
been regularly audited during that man’s 14- 
months’ absence. But how can an auditor detect 
fraud when the man who approves vouchers 
and signs checks is in cahoots with the woman 
who keeps the books? Utter absence of in­
ternal check can very nearly defy detection. 
We pity the auditor, whoever he was (this 
time we approve the newspaper’s suppression 
of the name) but cannot blame him.
On the other hand on the same day an even 
bigger case broke into print; the peculation 
amounted to over $650,000.00, and extended 
over 14 years. Here a somewhat different situa­
tion existed. The man worked alone. He was 
in a trusted capacity, based on long service. 
But he should have and could have been de­
tected, for in a large stock-brokerage ‘ house 
the internal check and the audit of public ac­
countants should promptly detect, even though
596 THE CERTIFIED PUBLIC ACCOUNTANT October,
it cannot wholly prevent, embezzlement. The 
name of the auditors who did the stock ex­
change questionnaire many times has been 
withheld.
Our one-time teacher, A. H. Rosenkampff, 
contributes this. He discovered the younger 
brother of the chief owner of a business had 
conspired with a truck driver to take out a load 
of material on a cash sale, collect and keep the 
cash. When the older brother, who was his 
own salesmanager and spent most of his time 
in the field, was told of this, he was not at 
all shocked; instead he seemed amused. 
"Wathell!” he exclaimed. 'Tve been soaking 
fifty a week extra into my travel expenses; why 
shouldn’t the kid take his in one crack?” The 
creditors in bankruptcy might be more con­
cerned.
Tax Notes
The following page numbers are all in 26
B.T.A.: G. M. Thompson got a victory in the 
case of the Southern California Rock Co. et al. 
297. Joseph Getz won a rule 50 decision in 
the case of Garnets, 394. R. G. Ransom won 
a clean-cut victory for his client, Hunter, 417. 
Saunders, 519, hired a lawyer and a C.P.A. to 
fight his case for him, although he himself is 
a lawyer; but lost anyhow. The case of the 
Gould Paper Co. runs for 28 pages from 560. 
Rohwerder, who represented the plaintiff won 
a partial victory; the real interest, however, is 
in the unlawful restraint of trade matter. It 
was held that legal expenses, in defending the 
action of the Federal Trade Commission were 
not deductible. The famous Rogers Hornsby 
and wife lost a case at 591; if you want the 
real lowdown on the Rajah, don’t miss this re­
port. Arnold Markel lost the case of the Askin 
and Marine Co., 409, but Trammel’s dissent 
paves the way for an appeal. Trammel also 
participates in a three-man dissent in the case 
of Mrs. Andrew’s, 642, which was handled 
by J. L. Block. In Shakespeare’s Macbeth, 
Act I, Scene 7, appears this line: "If this— 
could trammel up the consequences.”
We like this story. We hope you do too. 
If you know any more of the same kind, let 
us have them.
"The first thing that is taught to a novice 
in the use of an automatic pistol (otherwise a 
gat’) is that no force is needed to insert the
magazine clip. If gentle pressure is applied it 
should go in with a soft click. If not, some­
thing is wrong; maybe it is the mechanism, 
but more likely it is the lack of skill on the 
part of the rookie. And this is a perfect anal­
ogy of a system of accounts. No force should 
be needed to install or operate it. The differ­
ence is that in this case the solution is psycho­
logical instead of mechanical.
"Here is the best illustration of it that I 
know. By reason of a change in business con­
ditions and other unexpected factors, a book­
keeping system which I had installed in 1929 
was not giving satisfactory results. The young 
woman who constituted the whole office force 
is a most conscientious person who worried 
about the matter and begged me to make 
things easier for her, and then, when I had 
finally devised a suitable modification of the 
system, she balked; the new way was more 
work than the old one; the old one was no 
longer satisfactory, but the new one didn’t 
appear any more so. It was distinctly up to 
me to make a sale.
"Now at this point some men would have 
tried to use force. I know that ten years ago 
in my youthful ignorance I would have told 
the woman to use the system or I would tell 
her boss to fire her and get some one who 
would. But there were two reasons why I did 
not do this. The first was that her employer 
might not have backed me up; the second was 
that if the system were any good and I were 
any good, it could be made to click without 
forcing.
"So first I let the woman fret over the old 
method for a couple months more, answering 
all her complaints about its inadequacy by 
agreeing with her, and telling her that if she 
would use the new method everything would 
be all right. Finally there came a blank day 
in the middle of the summer; I went to her 
office with a junior; and in that one day we 
proved up the old accounts and transferred 
them into the new forms. Then we posted 
the current day’s business by way of demon­
strating how they were to be used.
"The result was magical. The bookkeeper 
was satisfied that the new method would work; 
her psychological fear of the time that would 
be needed for installing the new forms and 
interrupting her really heavy routine duties 
was disposed of; I was once more her friend. 
I made no extra charge for the work; it might
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have antagonized my client to have done so; 
besides I had lost nothing anyhow. But I 
profited by it nevertheless. The bookkeeper 
sang my praise so assiduously to her boss that 
it increased my goodwill with him. Last win­
ter, unsolicited, he gave me introductions to 
three of his customers; and two of them gave 
me their audits.”
One of the things which attracted us to the 
profession of public accountancy 20 years ago 
was the idea of getting around and seeing dif­
ferent places of business. And from the very 
start of our actual practice years later, we al­
ways made a point of seeing as much of every 
plant as possible. It was just plain curiosity, 
but the results from an auditing angle were 
astonishingly satisfactory; so much so that we 
have for years made an inspection of the plant 
a part of the audit if in anywise possible, and 
comment on a refusal of the management to 
permit it. Here are our two earliest experi­
ences. If you have any similar ones, please 
contribute them.
We found gas bills being charged up to 
"light, heat and power” in a plant which had 
no gas apparatus. The partner in charge ad­
mitted they were his household bills and that 
he thought to beat the income tax by having 
the business pay them. The partner who spent 
most of his time on the road selling was not 
perturbed about that, but was not at all pleased 
to think that he was paying one half of the 
other man’s household gas bills. Our pre­
decessor junior on the engagement had passed 
the thing over for months; and so would we, 
had we not been through the factory. In 
another case we found a shocking absence of 
hose and fire extinguishers, considering the 
nature of the product and the remoteness of 
the plant; it explained the excessive insurance 
rate and gave our boss a fine chance to justify 
a large fee by pointing out a very simple way 
of saving money.
In The American Accountant for August, on 
page 256, appeared a question as to the major 
and minor importance of records for audit, 
with request the readers answer. We take this 
means of doing so. The answer in brief is: It 
all depends.
In other words, the entire circumstances sur­
rounding the engagement must be considered. 
Most of the time the general ledger is the key
to the situation. But any number of times it 
is the subsidiary ledgers to which the most 
time must be given. Quite recently we audited 
a concern at the instance of a creditor. Its 
general financial condition was admittedly 
poor. The only assets really vital were the 
accounts receivable. We had to age them and 
confirm them. Likewise it was necessary to 
audit the creditors’ ledger minutely. The gen­
eral ledger accounts needed scarcely more than 
scanning.
If the occasion of the audit is the disap­
pearance of the cashier there is no point to an 
exhaustive analysis of the property accounts 
such as required if a merger is impending. If 
the audit is for tax purposes the customers’ 
ledgers are seldom required; but the purchase 
invoices should be carefully checked. And so 
on. The only complete answer to the question 
is to read Montgomery’s book;' and then get 
ten years’ practical experience.
In reply to Mr. Stanford’s inquiry in the 
September issue, we could say a lot more than 
we have time and space for. But briefly, it is 
still necessary to confirm bank balances for two 
reasons, not hypothetical, but which have oc­
curred in our own experience. The first is that 
unless the auditor calls at the bank in person 
to receive the statement and vouchers, the 
cashier can make alterations on the statement; 
this is most unusual. The second reason is that 
banks are very human; and being so make mis­
takes. The statement is not of necessity cor­
rect. In this connection we would call our 
readers’ attention to a paper to be read at the 
New York Society meeting, October 31st, by
S. C. Kingston: "Errors in machine account­
ing; their prevention, detection and correc­
tion.”
On page 544 of the September issue is a 
tabulation of department store statistics which 
contains one significant item which was not 
commented on in the article which it illus­
trated. This item is "Professional Services, 
Memberships and Dues.” The stores with the 
smallest sales and largest ratios of losses spent 
only two-tenths of one per cent under this 
head; the stores with the largest sales and 
lowest loss ratios, spent sixty-five hundredths 
of one per cent. If that is not cause and effect, 
what is it ?
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A  C o m p a r i s o n  o f  t h e  R a t i o s  o f  S u c c e s s -  
f u l  I n d u s t r i a l  E n t e r p r i s e s  W i t h  
T h o s e  o f  F a i l e d  C o m p a n i e s *
By Paul J. FitzPatrick, Ph.D., Washington, D. C.
Introduction
'T ’HE purpose of this article is to compare the 
ratios of nineteen representative, successful 
industrial enterprises in various industries with 
the ratios of nineteen representative, industrial 
failures in the corresponding industries and 
for the same period. In this way, one will be 
able to tell whether or not the ratios of success­
ful companies were satisfactory when the ratios 
of failed concerns were unfavorable. Further­
more, one will be able to tell whether the 
majority of the ratios of successful companies 
were favorable or unfavorable, and to what 
extent. As it is, the literature relative to com­
parison of successful industrial enterprises with 
unsuccessful companies is, indeed, meager.
In a recent investigation, f the author had 
analyzed the published financial statements of 
twenty representative industrial enterprises, in 
sixteen lines of business, which failed during 
the period of 1920-1929, for the purpose of 
ascertaining the condition of several well- 
known and widely used accounting ratios dur­
ing the years immediately preceding failure. 
Since then, he has analyzed the published 
financial statements of nineteen representative, 
successful industrial enterprises which are in 
the corresponding industries and for the same 
period as the unsuccessful companies. In one 
case, a successful concern could not be found 
to compare with the failed one. The three 
competitors had encountered financial difficul­
ties as a result of conditions existing in that 
particular industry.
At this stage, it is desirable to state the re­
quirements governing the selection of a suc­
cessful company in each industry to compare 
with the failed one. They are as follows:
a. The successful company must be finan­
cially sound.
♦This article will appear in three parts, 
t Symptoms of Industrial Failures.
b. It should have about the same amount of 
assets.
c. It should have about the same volume of 
sales.
d. It should handle the same product or line 
of products.
e. It should operate in the same section of 
the country.
f. The financial statements are of, or ap­
proximately, the same dates as those of the 
failed companies.
The foregoing requirements are some of the 
conditions that analysts advocate in the con­
struction of standard ratios. In five cases, it 
was necessary to depart from one or two of 
the foregoing requirements, as will be pointed 
out in the interpretation of the tables. The 
reason for setting up these requirements was 
to make the selection of the successful com­
pany objective and not subjective. In other 
words, the successful companies were not 
"handpicked.” The twenty failed industrials 
were selected at random.
One objection, perhaps, which might be 
raised concerning an investigation of this kind, 
is the lack of uniformity of financial state­
ments and the lack of standardization of ac­
counting terminology. This is valid, to a cer­
tain extent, in the case of industrial concerns. 
It may be pointed out, however, that the forty 
companies in this investigation are nationally 
known so that this objection may not be as 
serious as would be the case if they were local 
in character or engaged in a smaller scale of 
operations. Besides, nearly all the companies 
were listed on the New York Stock Exchange. 
Finally, the published statements, after an 
analysis of the items therein were reduced to 
a standard form before the computation of 
the ratios. The principle sources of the data 
were the Moody and the Poor Industrial 
Manuals.
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How to Interpret Ratios
In general, we may say that there are two 
methods or views concerning the interpretation 
of accounting ratios. First, what is the position 
or value of the ratio and is it above the cus­
tomary and minimum "standard” ? And sec­
ondly, what is the trend or tendency of the 
ratio ?
There are, in the first place, several custom­
ary and minimum "standards.”
For the current ratio, which is the relation­
ship between the current assets and the current 
liabilities, it is 200 per cent or 2 to 1. This 
margin of safety is a precaution based on the 
practical knowledge that the assets of a busi­
ness are subject to possible shrinkage or loss, 
while the liabilities are not. Like taxes, liabili­
ties always come due for payment. Moreover, 
ample working capital is essential to the profit­
able development and the permanency of an 
enterprise. By working capital, is meant the 
excess or margin of the current assets over the 
current liabilities. If the current liabilities are 
larger than the current assets, the difference is 
called floating debt. Working capital itself 
does not appear on the balance sheet. The cur­
rent ratio, then, measures the working capital 
position of a business and indicates the amount 
of current assets available for the payment of 
current obligations in the ordinary course of 
operations. Therefore working capital is the 
lifeblood of an enterprise. The lack of work­
ing capital may seriously hinder business op­
erations — as a condition of anemia exists 
which, if not corrected, may lead to pernicious 
anemia with its serious consequences.
It should, furthermore, be kept in mind that 
this 200 per cent standard varies from one in­
dustry to another; and it also varies for each 
individual company. Thus in one instance, a 
current ratio of 200 per cent may suffice; in 
another, a ratio of 250 per cent or more may 
be needed to keep an enterprise solvent, de­
pending upon the size and the character of the 
business, the regularity or the seasonal nature 
of the business, the period of the business 
cycle, and other factors.
As for the quick ratio, sometimes termed 
the "acid-test” ratio, it should be 100 per cent. 
Quick assets are current assets minus inven­
tories. This ratio states more definitely and 
directly the debt-paying capacity of the con­
cern. The value of this ratio may be seen
when we consider that inventories cannot be 
used to pay bills. Inventories must be sold be­
fore a company may be able to obtain cash or 
rights to cash. Thus this ratio measures the 
ability of an enterprise to discharge quickly its 
obligations, especially in time of need. This 
ratio, moreover, is becoming of increasing im­
portance because of the weakness of the cur­
rent ratio, since the latter ratio is generally 
quantitative rather than qualitative; it treats 
all the current assets alike and assumes that all 
are of the same liquid condition.
The net worth to all liabilities or debt ratio 
measures to what extent an enterprise is op­
erating on its own capital and to what extent it 
is relying on outside assistance. The real im­
port of this ratio may be definitely and fully 
realized when we consider that liabilities, both 
short-term and long-term, represent funds tem­
porarily loaned by creditors while, on the other 
hand, net worth represent funds permanently 
invested in the business by stockholders or 
owners. It is a credit maxim that owners of 
an industrial enterprise should have, at least, 
an equal investment with creditors. In other 
words, this relationship should be, at least, 
100 per cent or 1 to 1. Therefore, 100 per 
cent may be taken as a minimum standard. The 
higher the percentage is, the better.
Furthermore, when this important ratio is 
declining it is an indication that a concern is 
increasing its borrowings or decreasing its net 
worth investment—in either case, this is an 
unfavorable sign.
The net worth to fixed assets ratio measures 
to what extent the stockholders' investments 
are being used to provide the funds to finance 
all the fixed assets and a part of the current 
assets. It is a financial axiom that fixed assets 
should be financed by stockholders and not by 
short-term creditors. This fact, indeed, is rec­
ognized in the Federal Reserve Act which 
specifically states that commercial paper is only 
rediscountable when the proceeds from its issue 
have been used for commercial purposes and 
not for plant investment. Therefore, this ratio 
should be above 100 per cent. As an example, 
let us say that it should be 120 per cent; 100 
per cent for the fixed assets and 20 per cent 
for the current assets. In other words, the 
margin above 100 per cent is the amount of 
funds that the stockholders have provided for 
use in the business as current assets.
When the net profits to net worth ratio is
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reporting a loss, this obviously indicates an 
unsatisfactory condition. Furthermore, an en­
terprise should normally earn, at least, from 
six to ten per cent on its net worth invest­
ment. Concerns with greater risks should earn 
fifteen to twenty or more per cent.
The current assets to total assets ratio should 
be, at least, 40 per cent for industrial enter­
prises. Current assets are the circulating capi­
tal of a business. It is the principal means of 
earning profits. Cash is spent by a manufactur­
ing concern to procure raw materials; raw ma­
terials are transformed or fabricated into fin­
ished products ready for sale; finished goods 
are sold and accounts receivable are created or 
cash is received; accounts receivable are collected 
and cash takes its place; cash is then spent 
for more raw materials and the cycle begins 
again. Consequently, it can be seen why ample 
working or circulating capital is so essential 
to the profitable development of an industrial 
enterprise. Moreover, the real significance may 
be appreciated when we consider that fixed 
assets are very difficult assets to sell to another 
concern. They are not liquid. Further, they 
are subject to depreciation and obsolescence.
The second method of interpretation of 
ratios is by means of their trends or tendencies. 
One group of ratios is presented in such a 
way that a downward tendency is interpreted 
by credit and financial analysts as an unfavor­
able condition. This is because factors or con­
ditions underlying the ratio are becoming un­
satisfactory. The trend, then, becomes the 
subject for further investigation and analysis. 
On the other hand, an upward tendency is 
obviously an improvement. A continued up­
ward trend, which is generally to be desired, is
a favorable sign. Ratios belonging to this 
group are: the current assets to current liabili­
ties; the quick assets to current liabilities; 
the sales to fixed assets; the sales to in­
ventories; the sales to receivables; the sales to 
net worth; the net worth to debt; the net 
worth to fixed assets; the net profits to net 
worth; and the current assets to total assets.
Of course, the foregoing ratios may be in­
verted although it is not customary. As an 
example, the current assets to current liabili­
ties ratio may be inverted by stating it as the 
ratio of current liabilities to current assets. In 
that case, then, a downward trend is a favor­
able indication and an upward trend is an un­
favorable sign.
The other group of ratios is presented in 
such a way that an upward swing is unfavor­
able while a downward tendency is a satisfac­
tory indication. Some of the ratios belonging 
to this group are: the operating ratio; the in­
ventories to receivables; the fixed assets to 
total assets; and the other assets to total assets.
Finally, it should be pointed out that there 
are times when the trend of the ratios is far 
more important and significant than the actual 
position indicated at a particular date. The 
following illustration is suggestive:
Ratio 1925 1926 1927 1928The current ratio 400% 350% 310% 220% 
The net worthto debt ratio 175% 160% 135% 115%
While both ratios are above the conven­
tional standards, nevertheless, the trend is un­
favorable and this is, indeed, an important 
indication. In such a case, the credit man 
should make a further investigation to ascer­
tain what unfavorable factors are developing.
Oct. 31 Oct. 29 Sept. 8
Failed Concern
1926 1927 1928208 734 875 1.103 302 252 2.N o t A v a i 1 ab 1 e 3.N o t A v a i 1 ab 1 e 4.N o t A v a i 1 ab 1 e 5.N o t A v a i 1 ab 1 e 6.111 114 112 7.113 111 109 8.134 213 290 9.•01.0 — 13.3 * 10.34.8 26.6 25.5 11.46.6 47.7 48.5 12.18.5 25.6 25.9 13.
*Not available.
TABLE No. 1
Type of Ratios 
Current assets to current liabilities Quick assets to current liabilities .Sales to fixed assets...............
Sales to inventories.................Sales to receivables.................Sales to net worth.................Net worth to debt...................Net worth to fixed assets..........Inventories to receivables..........
Net profits to net worth............
Current assets to total assets . . . .Fixed assets to total assets........Other assets to total assets........
Oct. 30 Oct. 29 Oct. 27
Successful Concern
1926 1927 1928386 426 503202 221 254956 906 10411457 1500 14962429 2452 2440768 746 763102 107 121
124 121 137167 163 16311.2 02.1 12.555.7 53.5 56.240.5 42.5 40.003.7 04.0 03.7
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Interpretation of Table No. 1
The two companies are in the meat-packing 
industry
Both concerns show their current ratio and 
quick ratio to be favorable for each year. But 
in the failed concern’s case, this favorable con­
dition is only apparent and not real because 
the balance sheets disclosed that about $900,- 
000 of acceptances had been sold and guaran­
teed as of October 29, 1927, and $1,400,000 
a year later.
The several sales ratios of the successful 
company are satisfactory. Sales data for the 
failed concern are unfortunately not available.
The net worth to debt ratio of the failed 
company is somewhat low, being 112 per cent. 
It indicates that the stockholders are only sup­
plying $12 of capital more per $100 than the 
creditors. Besides, this ratio has been prac­
tically constant for three years. The successful 
concern’s ratio of net worth to debt has im­
proved and is satisfactory.
The net worth to fixed assets ratio for the 
failed company is declining and is not satis­
factory. It suggests that plant capacity is not
fully utilized. Furthermore, this figure of 109 
per cent shows that there are only $109 of net 
worth for every $100 of fixed assets, or $9 
margin of its own capital to be employed as 
current assets for every $100 of fixed assets— 
a small margin. The successful concern’s ratio 
is good.
The inventories to receivables ratio for the 
failed concern is poor because it reveals a 
decided trend toward over-investment in in­
ventories. The successful company’s ratio is 
satisfactory.
The net profits to net worth ratio shows 
that the failed company is losing money while 
the successful concern is earning profits.
The current assets to total assets ratio sug­
gests very clearly the urgent need of more 
working capital on the part of the failed con­
cern. Too much capital is tied up in fixed 
assets and other assets. The successful company 
has a favorable ratio condition.
In conclusion, it can be seen that the ratios 
for the failed concern pointed out the ap­
proaching financial difficulties. The ratios of 
the successful company were generally very 
good.
TABLE No. 2December 31 f December 31 •
Failed Concern Successful Concern
1919 1920 1921 Type of Ratios 1919 1920 1921349 211 119 1. Current assets to current liabilities 509 629 475111 70 50 2. Quick assets to current liabilities . 282 312 26 7Not A v a i 1 a b 1 e 3. Sales to fixed assets................ 492 322 *N o t Avai l abl e 4. Sales to inventories.................. 472 458 *Not A v a i 1 a b 1 e 5. Sales to receivables................. 896 1165 *N o t A v a i 1 a b 1 e 6. Sales to net worth.................. 120 111 *200 188 151 7. Net worth to debt............... 800 1197 966345 244 209 8. Net worth to fixed assets.......... 410 298 248222 271 689 9. Inventories to receivables.......... 190 255 32912.5 05.0 — 09.0 10. Net profits to net worth............ * 18.5 19.339.0 35.0 20.7 11. Current assets to total assets . . . . 51.9 44.2 41.519.3 27.1 28.7 12. Fixed assets to total assets........ 21.7 31.7 36.541.7 37.8 50.5 13. Other assets to total assets........ 26.4 24.0 21.9*Not available.
Interpretation of Table No. 2 
The companies are engaged in the manufacture 
and sale of confections
The conspicuous feature of this table is the 
strong and favorable condition of the ratios of 
the successful concern, whether compared with 
the unsuccessful company or not.
The unsuccessful company has a poor cur­
rent ratio the last year and a poor quick ratio
for the past two years. Besides, these ratios are 
revealing a strong downward tendency — 
another bad sign. This unfavorable condition 
is due partly to over-investment in inventories 
with the attendant inventory losses of ap­
proximately $5,000,000 and partly to over­
expansion in plants. Thus this concern needs 
more working capital.
The inventories to receivables ratio strongly 
suggests over-investment in the last year. The
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trend of the ratio of net worth to fixed assets 
and the ratio of fixed assets to total assets in­
dicate over-investment in plants.
At this place, it may be pointed out that 
the successful company also has a tendency to 
over investment in inventories—attributed to 
the suddenness of the business depression of 
1920-1921. Moreover, there is a tendency to­
ward over-investment in fixed assets as the net 
worth to fixed assets and the fixed assets to 
total assets ratios reveal. These tendencies, 
however, are not serious enough to embarrass 
the successful company.
The net worth to debt ratio is declining for 
the failed concern. It drops to 151 per cent. 
The successful company’s ratio, on the other 
hand, is 966 per cent. The balance sheets re­
veal that the former concern has a funded debt 
of $4,000,000 while the latter company has 
only $200,000.
As to the ability to earn profits, the depres­
sion did not affect the successful company, but 
it did affect the failed concern as the ratio of 
net profits to net worth shows.
The ratio of fixed assets to total assets and 
the other assets to total assets ratio reveal that 
the failed concern had an average of 68 per 
cent of its assets tied up in fixed and other 
assets for the three years. The successful com­
pany had an average of 54 per cent.
Sales data for the unsuccessful company are 
unavailable and so the four sales ratios cannot 
be computed.
June 30 May 29 July 1
Failed Concern
1921 1922 1923
99 85 76 1.
36 42 38 2.
N 0 t A  v a i i a b 1 e 3.
N 0 t A  v a i 1 a b 1 e 4.
N 0 t A  v a i 1 a b 1 e 5.
N 0 t A  v a i 1 a b 1 e 6.
64 56 57 7.
55 47 50 8.
441 257 265 9.
N 0 t A v a i 1 a b 1 e 10.
26.0 23.8 20.8 11.
70.9 75.1 72.2 12.
03.0 00.9 06.9 13.
TABLE No. 3
Type of Ratios 
Current assets to current liabilities 
Quick assets to current liabilities .
Sales to fixed assets......................
Sales to inventories.........................
Sales to receivables.........................
Sales to net w o rth .........................
Net worth to debt............................
Net worth to fixed assets..............
Inventories to receivables..............
Net profits to net w orth .................
Current assets to total assets . . . .
Fixed assets to total assets...........
Other assets to total assets...........
December 31
Successful Concern
1921 1922 1923
299 493 477
166 261 256
N 0 t A  v a i 1 a b 1 e
N 0 t A v a i 1 a b 1 e
N 0 t A  v a i 1 a b 1 e
N 0 t A  v a i 1 a b 1 e
523 919 853
161 177 181
237 258 292
07.9 13.4 12.3
48.0 48.4 50.0
51.9 50.9 49.4
00.0 00.6 00.5
Interpretation of Table No. 3 
Both concerns are engaged in the manufacture 
and sale of cereals and related products
At the outset, it should be mentioned that 
the successful company has assets of $43,000,- 
000 while the failed company has $7,000,000. 
No other competitor could be procured for 
comparison.
This table, like the previous one, reveals 
the strong and favorable position of the suc­
cessful company, whether compared with the 
failed company or not. Moreover, the failed 
concern’s weaknesses are emphasized.
The failed company’s current ratio and its 
■quick ratio are decidedly poor every year, being 
below the customary and minimum standard 
of 200 per cent and 100 per cent, respectively. 
Thus the working capital condition is very 
anemic.
The net worth to debt ratio is also very 
poor. Not in any year is it a 50-50 proposi­
tion, as creditors are suppyling more capital 
than the owners—an unwholesome sign. This 
condition of under-capitalization is a serious 
one and there is the urgent need of additional 
capital to be supplied by the stockholders. 
Furthermore, this ratio means that there are 
only $56 to $64 of net worth to every $100 of 
debt. In other words, there are $56 to $64  of 
capital contributed by the stockholders to every 
$100 of capital advanced by the creditors—an 
unwise financial policy. The balance sheets, 
moreover, show that the failed company has a 
funded debt of $2,500,000 while the success­
ful concern has none.
The ratio of net worth to fixed assets is also 
very poor and suggests that plant capacity is 
not being properly utilized. It further points 
out that the owners are not supplying any
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working capital and only a part of the fixed then, can this company pay its bond interest? 
capital. The ratio of fixed assets to total assets, just
The inventories to receivables ratio is be- as tHe net worth to fixed assets ratio indicated,
coming satisfactory. shows too much capital tied up in fixed assets.No exact data are available as to how much The ,ow condition m0reovet, of the currentthe failed company has been losing the past ^  ^  ratio in(s Qut fte
two years. The balance sheet reports a deficit , r , . V , °
of approximately $125,000 the last year. How, need of more workm« caP,taI'
Dec. 31 Mar. 31 Mar. 31 TABLE No. 4 , December 31------- v
tFAiLED Concern Successful Concern
1926 1928 1929 Type of Ratios 1626 1927 1928
306 203 277 1. Current assets to current liabilities 887 793 10391
148 91 125 2. Quick assets to current liabilities . 614 544 725
301 290 243 3. Sales to fixed assets....................  842 761 696
238 287 321 4. Sales to inventories......................  385 326 311
309 483 521 5. Sales to receivables......................  174 153 140
82 103 88 6. Sales to net worth......................  140 123 108
458 296 525 7. Net worth to debt........................  288 282 326
390 287 285 8. Net worth to fixed assets..............  603 621 642
130 168 162 9. Inventories to receivables..............  45 46 45
12.0 03.5 — 01.7 10. Net profits to net worth ............... 08.0 05.1 03.6
54.8 48.4 41.9 11. Current assets to total assets . . . .  87.7 88.1 88.1
21.1 26.0 29.4 12. Fixed assets to total assets...........  12.3 11.8 11.9
24.0 25.5 28.6 13. Other assets to total assets........... None None NonetNo statement published December 31, 1927 and 1928.
Interpretation of Table No. 4 both companies, although the failed concern’s
The two companies are engaged in the manu- ratio is higher. Incidentally, this is one of the
facture and sale of pianos few unsuccessful companies, in this investiga­
tion, reporting a favorable position.
This table reveals that the successful com- The ratio of net profits to net worth indi-
pany, in most instances, makes a far better cates that the successful company is more prof-
showing than the failed concern. itable in its operations; also that the failed
For the last year, the failed company’s cur- concern lost money the last year, and that its
rent ratio and its quick ratio are satisfactory, profits were smaller in 1928 than for the pre-
although they were somewhat poor the pre- vious period.
vious year. All in all, we may conclude that the failed
The declining tendency of the sales to fixed company was revealing some weaknesses, as
assets ratio and the ratio of net worth to fixed reflected by its ratios. Further, when compared
assets indicates over-investment in fixed assets, with the successful concern the ratios of the
The fixed assets to total assets ratio confirms failed company do not look so good, 
this fact. The sales to fixed assets means that
the failed company is only obtaining $2.43 of Interpretation • of Table No. 5
sales to each dollar invested in fixed assets Both companies are engaged in the manu- 
while the successful concern shows $6.96 of facture and sale of writing paper
sales to each dollar invested in fixed assets. The successful company does not publish
The sales to receivables ratio is high and in- any data for 1920. Neither is it possible to
creasing for the failed concern. This condition procure sales and profits data for each year,
is satisfactory if the company is not hypothe- Nor is it possible to procure statements of
eating its receivables or maintaining too strict another successful competitor to compare with
a credit policy. the failed concern. Further, the assets of the
Furthermore, there is the important fact that successful company are $9,000,000 while the
sales have dropped from the high mark of failed concern has about $22,000,000, if the
$14,300,000 in 1924 to $11,400,000 for the item of goodwill is excluded. Consequently,
year ending March 31, 1929, as the financial the two companies will not be as comparable
statements reveal. as one would desire. Nevertheless, the com-
The net worth to debt ratio is very good for parison will be helpful and interesting.
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TABLE No. 5 -|-~v | ry ^December 6 1 -
Failed Concern Successful Concern
1920 1921 1922 Type of Ratios 1920 1921 1922
266 468 267 1. Current assets to current liabilities * 286 708
115 197 101 2. Quick assets to current liabilities . * 144 380
220 83 100 3. Sales to fixed assets................. N o t A v a i 1 a b 1 e
491 317 323 4. Sales to inventories................... No t A v a i 1 a b 1 e
1417 852 902 5. Sales to receivables................... N o t A v a i 1 a b 1 e
112 44 54 6. Sales to net worth................... N o t A v a i 1 a b 1 e
192 231 208 7. Net worth to debt..................... * 264 523
195 187 186 8. Net worth to fixed assets........... ♦ 133 178
288 268 286 9. Inventories to receivables........... * 229 177
05.8 — 06.4 - -02.0 10. Net profits to net worth............. N o t A v a i 1 a b 1 e
26.4 17.0 18.2 11. Current assets to total assets . . . . ♦ 44.1 39.9
33.6 37.4 36.3 12. Fixed assets to total assets......... * 54.5 41.6
40.0 45.6 45.5 13. Other assets to total assets........ * 01.3 18.5*Not available.
An inspection of the ratios of the successful being 208 per cent. The net worth to fixed
company reveals that they are satisfactory. But assets ratio is also favorable, although there is
a number of the failed concern’s ratios are un- a slight trend downward,
favorable. The inventories to receivables ratio of the
The failed concern’s current ratio is satis- failed concern is higher than the successful
factory the last year, but its quick ratio is company’s ratio and suggests some over-in-
barely favorable, being 101 per cent. vestment in inventories.
The four sales ratios point out that in 1921 The net profits to net worth ratio reveals
and 1922, they have not recovered lost ground that the failed concern has been losing money
in spite of the upward swing of the ratios and the past two years. While no definite data are
business conditions. The best showing was in available, an examination revealed that the
1920—the time when the depression began. successful company was earning profits these
The low position of the sales to fixed assets years,
ratio and the trend of the fixed assets to total The current assets to total assets ratio is too
assets ratio indicate some over-investment in low, being only 18 per cent. The successful
plants. During reorganization "ten mills were company’s ratio is 40 per cent. Moreover, the
set aside for sale, and of these six have been high figure of the ratio of other assets to total
sold.” assets of the failed concern reflects the over-
The net worth to debt ratio is satisfactory, dose of goodwill, amounting to $18,000,000.
t----- —  December 3 1 -----------i TABLE No. 6 ,----------December 3 1 ----------->
Failed Concern Successful Concern
1920 1921 1922 Type of Ratios 1920 1921 1922
59 26 21 1. Current assets to current liabilities 146 139 158 
40 11 12 2. Quick assets to current liabilities . 136 133 147
N o t  A v a i l a b l e  3. Sales to fixed assets....................... N o t  A v a i l a b l e
N o t  A v a i l a b l e  4. Sales to inventories.........................  N o t  A v a i l a b l e
N o t  A v a i l a b l e  5. Sales to receivables.........................  N o t  A v a i l a b l e
N o t  A v a i l a b l e  6. Sales to net w o rth .........................  N o t  A v a i l a b l e
100 52 40 7. Net worth to debt............................  441 729 665
60 38 32 8. Net worth to fixed assets..............  115 110 114
62 205 171 9. Inventories to receivables ..............  41 23 63
06.4 — 10.5 — 15.7 10. Net profits to net w orth ................. 35.8 15.5 16.0
11.4 07.4 07.0 11. Current assets to total assets . . . .  26.9 16.8 20.7
86.7 89.2 89.0 12. Fixed assets to total assets . . . * . 70.8 80.0 76.2
01.8 03.2 04.0 13. Other assets to total assets...........  02.2 03.2 03.1
Interpretation of Table No. 6 $170,000,000. The successful company is
The companies are engaged in the production much larger than the failed concern. But there 
and sale of cane sugar and bananas is no other concern in the industry to compare
with the failed concern. Consequently, it is 
The failed concern has assets of $41,000,- the only comparison that may be made.
000, while the successful company's assets are The current ratio of both companies is be-
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low the conventional two-to-one rule, although 
the successful company reports a better show­
ing with a three-year average of about 148 
per cent—a good showing for this type of in­
dustry. The three-year average, however, of 
the failed concern is only 35 per cent—a very 
low figure.
The failed concern’s quick ratio averages 
only 21 per cent for the three-year period—too 
low a figure. The successful company’s ratio, 
on the other hand, is never below 133 per cent 
and thus is very good.
The net worth to debt ratio of the failed 
concern is exceedingly poor. In the last year, 
there are only $40 of net worth to every $100 
of capital supplied by creditors. Thus the 
business is relying too much on borrowed capi­
tal. There is, then, the urgent need of addi­
tional capital to be furnished by the owners. 
Furthermore, the balance sheets show that the 
failed company has a funded debt of $16,000,- 
000, while the successful concern has none. 
The successful concern’s ratio is excellent, be­
ing 665 per cent.
The low condition of the net worth to fixed 
assets ratio of the failed company clearly indi­
cates that creditors are supplying working capi­
tal and a part of fixed capital. There is, in­
deed, too much investment in fixed assets. In 
fact, the fixed assets investment increased al­
most 100 per cent during the past three years.
The inventories to receivables ratio suggests 
some over-investment. It partly explains the 
low condition of the failed concern’s quick 
ratio.
The net profits to net worth ratio shows that 
the successful company is earning profits each 
year. The failed concern, however, has suf­
fered heavy losses the past two years. This in 
turn suggests the difficulty of meeting the in­
terest charges on its funded debt of $16,000,- 
000. The income accounts report that heavy 
fixed charges are more than $1,100,000 per 
annum the past two years. A striking contrast 
to $233,000 in 1919.
The low ratio of current assets to total assets 
and the high ratio of fixed assets to total assets 
point out the over-expansion in fixed assets at 
the expense of the current assets.
In conclusion, there can be no doubt that 
the foregoing ratios very definitely and clearly 
emphasized the weaknesses of the failed con­
cern. The successful company’s ratios, with 
one exception, were very good.
(Continued Next Month)
ACCOUNTANCY AND ITS PART IN 
MODERN BANKING 
Independent Approach 
From a recent issue of the North Pacific 
Banker.
Certified Audits 
Fear of Offending Ofd Customer, and Com­
petition Between Banks Work Against 
Getting Our Authoritative Credit Infor­
mation, Banker Contends.
"The use of certified audits as an aid in 
credit granting is a well established custom. 
But from what some older bankers tell me, 
it is my impression that the practice has been 
growing constantly. I am sure that we have 
been making quite noticeable progress dur­
ing the last few years. In my bank it is a 
rule, seldom broken, that notes purchased 
through commercial paper brokers must all 
be with audited financial statements. We also 
have a rule which is still an unrealized ideal, 
that all borrowers whose unsecured loans ex­
ceed a certain amount should furnish satis­
factory audited figures.”
The banker who speaks thus, Frederick H. 
Burnbull, vice-president, Webster and Atlas 
National Bank, Boston, is describing a, form 
of credit protection that is badly needed in 
many banks. But there are many human pit­
falls to success that must be overcome, as this 
banker himself recognizes, and he relates 
some of them, thus:
Much progress has been made, but we still 
have a long way to go. Accountants can do a 
lot of missionary work, but most of it will 
have to be done by the bankers themselves. 
The great difficulty is in getting many com­
mercial borrowers to see the advantages of 
bringing their bankers full audited figures 
and having the benefits of the auditors’ serv­
ices for themselves. It is the banker’s old 
problem of winning the full confidence of the 
borrower.
Competition between banks works against 
getting adequate information. A customer 
may change banks if he thinks his credit 
standing is not properly appreciated. More 
than once I have come in contact with cases 
where a proper audit has been recommended 
by one bank and another bank has taken the 
borrowing account without it. And yet, 
whether it considers it good policy to ask for 
a statement or not I am sure any bank would 
feel much better with properly audited figures.
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W i s c o n s i n  C .  P .  A .  E x a m i n a t i o n
N ovember 11, 12, and 13, 1931
T h e o r y
(Time Allowance — 4 Hours)
Question 1. (W eight 10 points)
a. What types of accounts appear in the balance sheet and what in the 
profit and loss statement?
b. Give the detailed classification of the following accounts and the basis 
for valuation in current balance sheet:
Patents and Copyrights 
Patterns and Drawings 
Fuel Inventory 
Reserve for Guarantees 
Reserve for Pensions 
Reserve for Federal Income Tax 
Treasury Stock
Treasury Stock Surplus (Donated)
Securities Purchased for Purposes o f Control 
Bonds Issued
c. State the various types of Reserves and define each.
Question 2. (W eight 15 points)
a. Define depreciation.
b. State the accounting purpose or purposes accomplished by the recogni­
tion of depreciation.
c. State the factors to be considered in the computation of the deprecia­
tion charge.
d. Make the necessary corrections in the following accounts and state the 
proper account balances. Also show the corrected income for each year 
involved. Use 20% as the annual rate of depreciation.
Autoriiobile Truck Account
Jan. 1, 1924 Truck No. 1 .............. .$1,250 Dec. 31, 1924 Deprn. . . . . $ 400.67
July 1, 1924 Truck No. 2 .............. . 1,500 Dec. 31, 1925 Deprn. . . . . 833 00
Dec. 1, 1924 Tires for Truck No. 1 40 Dec. 31, 1926 Deprn. . . . . 1,246.83
Jan. 1, 1925 Truck No. 3.............. . 1,375 Dec. 31, 1927 Deprn. . . . . 1,570.00
Jan. 1, 1926 Truck No. 4 .............. . 1,800 Dec. 31, 1928 Deprn. . . . . 1,570.00
Mar. 1, 1926 Tires for Truck No. 1 25 Dec. 31, 1929 Deprn. . . . . 1,970.00
May 1, 1926 Tires for Truck No. 2 110 Dec. 31, 1930 .Deprn. .. . . 1,970.00
July 1, 1926 See Footnote a .......... . -350 Dec. 31, 1930 Balance . . . 289-50
Jan. 1, 1927 See Footnote b .......... . 1,400
Jan. 1, 1929 See Footnote c. .. . . . 2,000
$9,850 $9,850.00
Jan. 1, 1931 Balance ...................... .$289.50
1932 THE CERTIFIED PUBLIC ACCOUNTANT 607
Footnote a—Cost of replacing body on Truck No. 1 destroyed by accident.
No insurance or damages received.
Footnote b—Cash paid for Truck No. 5 replacing Truck No. 2 in addition to al­
lowance of $350 given on old truck.
Footnote c—Cash paid for Truck No. 6 replacing Truck No. 4 in addition to al­
lowance of $500 given on old, truck.
Surplus
1927 $1,000
1924 $3,000
1925 4,100
1926 2,200
1928 1,600
1929 4,700
Profit and Loss
1930 $2,000
Question 3. (W eight 12 points)
The Week-Day Mercantile Company operates retail branches in several 
cities throughout the country. It maintains a warehouse in Milwaukee which is 
a distributing point for five branch stores in Wisconsin. A fire at the warehouse 
on April 15, 1931 results in a partial loss. From the data given below state:
1. The amount of Merchandise Inventory on hand at time of fire.
2. The amount collectable on each policy (a) Specific Insurance;
(&) General Cover Insurance.
The company, with permission, carries $10,000 of Specific Insurance in 
addition to $40,000 of General Cover Insurance on the Milwaukee property. 
Both of the policies contain a 90% co-insurance clause.
N o loss is covered by General Cover Insurance until payments on specific 
insurance have been determined and then the General Cover Insurance is liable 
only for any excess loss, subject also to the 90% co-insurance clause. Co-insur- 
ance in this policy is based on total sound value but is applied only to that 
portion of the loss in excess of the amount to be paid in settlement under the 
Specific Insurance coverage.
Data Verified and Corrected by the Adjuster
Inventories Sales to Branches
Dec. 31,1930 Jan. 1, 1931 to Apr. 15, 1931
Milwaukee ..............$56,322.30
Racine ......................  62,796.20 $60,174.30
Kenosha ..................  24,957.10 35,717.80
Oshkosh ........ .......... 38,634.20 28,884.50
Fond du Lac ..........  44,040.00 21,911.70
Green B ay................  37,254.60 32,648.00
Sales to Branches include a profit of 10% mark-up on cost.
Purchases by the Milwaukee Warehouse for the period from January 1,
1931 to April 15, 1931 totalled $174,680.40, and purchases returns for the same 
period were $1,218.10.
608 THE CERTIFIED PUBLIC ACCOUNTANT October,
To arrive at the sound value of the inventory on April 15, 1931, it was 
agreed to deduct for depreciation 2l/z% from the amount on hand, as de­
termined from the above data.
Fixtures with a sound value of $1,250 were damaged to the extent of $300.
Loss and Damage to stock, the sound value of which is to be determined 
above, was agreed upon by all parties concerned as $30,652.86.
Question 4. (Weight 10 points)
a. What is meant by Distribution Cost accounting?
b. Outline a procedure for determining the distribution costs for a con­
cern manufacturing two products which are sold in United States and 
Canada. This organization uses national advertising and assigns sales­
men to definite territories for contact with established dealers and also 
to secure additional retail outlets.
c. State four methods by which the burden in factory departments may 
be equitably distributed to jobs.
Question 5. (W eight 10 points)
a. State three methods of pricing merchandise inventories in retail stores.
b. What is the purpose of creating a "Reserve for the Decline in Market 
Value of Inventory” ? Give the entry required to establish the Reserve 
in such a way as not to anticipate losses in presenting operating results.
c. From the following facts, state the closing inventory in the department 
under consideration, using the retail method:
Cost Price Selling Price
Sales ............ : ...................................  $ 90,000
Purchases ..........................................$50,000 70,000
Opening Inventory............................  70,000 110,000
Transfers In ...................................... 5,000 6,000
Transfers Out .................................. 2,000 3,500
Mark-ups for the period were $8,000 and Mark-downs $19,000.
Question 6. (Weight 5 points)
Prepare a schedule showing the amount of cash each partner is to receive 
from each installment in the following liquidation:
Share of
Name Investment Profits and Losses
Hanson ................... $40,000 25%
Klein ......................  30,000 35%
Church..................... 20,000 40%
Installments were available as follows:
Feb. 1, 1931—First Installment ..................................$30,000
May 1, 1931—Second Installment .............................. 15,000
July 1, 1931—Final Installment..................................  30,000
Question 7. (Weight 10 points)
On March 15, 1930, the Rational Card Company issued $500,000 of 6%
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First Mortgage Serial Gold Bonds dated March 1, 1930, interest payable March 
1. It received from the investment banking house which handled the issue 
$426,250, which included accrued interest.
The bonds mature as follows:
March 1, 1933 —  $40,000 March 1, 1937 —  $70,000
March 1, 1934—  50,000 March 1, 1938—  70,000
March 1, 1935 —  60,000 March 1, 1939 —  70,000
March 1, 1936—  70,000 March 1, 1940—  70,000
Amortization of the discount is to be pro-rated over the life of the bonds 
on the basis of the proportionate amount outstanding at the beginning of 
each year.
Give the journal entries:
(a) To record the sale of the bonds, March 15, 1930.
(b) To record the interest payments for March 1, 1933 and March 
1, 1934.
(c) To record the amortization of discount on March 1, 1933 and 
March 1, 1934.
(d) To record the retirement of bonds on March 1, 1933 and March
1, 1934.
Question 8. (W eight 10 points)
a. Distinguish between the two broad classes or types of investment trusts.
b. State five sources of earned and unearned income to an investment 
trust and explain your reason for classifying each source as either 
earned or unearned.
c. Briefly discuss the problem involved in the question as to whether stock 
dividends received by an investment trust constitute income.
Question 9. (W eight 10 points)
a. Illustrate by means of summarized balance sheets, the immediate effect 
of a stock dividend upon the issuing company.
b. Discuss the ultimate effect of such a dividend in case earnings decline 
to 50% of the amount of earnings upon which the stock dividend was 
based, and recommend a plan of procedure for a company in such a 
situation.
c. Prepare a balance sheet for a newly organized corporation giving effect 
to the following facts:
Authorized 250 shares of 6% First Preferred Stock, par value $100. 
Authorized 250 shares of 7% Second Preferred Stock, par value $100. 
Authorized 1,000 shares of no-par value stock.
All of the First Preferred Stock was sold at par and the certificates 
issued. The Second Preferred Stock was fully subscribed but only 
$20,000 cash was received and of this amount only $15,000 represented 
full payment for which certificates were issued. The directors set a 
price of $75 per share on the no-par value common stock and issued
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250 shares in payment of plant property, 500 shares for patents, and 
sold the remainder for $18,750 cash. Of the stock issued for patents, 
200 shares were immediately donated back to the corporation and 
100 shares of this stock sold for $8,000.
Question 10. (Weight 8 points)
a. What is the distinction between corpus and income?
b. State the general classification groups into which the accounts of an 
estate should be segregated.
c. State the ranking of creditors in case of bankruptcy.
d. Differentiate between the following:
1. Statement o f Affairs and Deficiency Account.
2. Realization and Liquidation Account.
A u d i t i n g
(Time Allowance—  4 Hours)
Question No. 1. (W eight 12 Points)
a. You are auditing a manufacturing concern where fraud is suspected 
in the payrolls. The firm employs 4,000 men, some on a day-rate basis and 
some on a piece-work basis. Enumerate the steps to be taken in verifying 
thoroughly the payroll transactions.
b. In a large retail store, A and B make out the payroll checks and sign 
them. B enters them in the payroll book, makes up the total, requisitions the 
necessary check for deposit to the payroll account, and makes the deposit. 
C obtains the checks from the bank, compares them with the bank statement, 
and turns them over to B for numerical sorting. After the checks are sorted 
by B, they are returned to C. C then checks each individual check against the 
payroll records and lists outstanding checks to reconcile with the bank.
Is this an adequate internal check? If not, what are the weaknesses and 
the remedies?
Question No. 2. (W eight 15 Points)
A client asks you to work out for him an entire system of internal and 
external protection covering the use of a check signing machine, including 
complete handling of the bank checks from the time they are made out, up to, 
and including the time they are returned by the bank. The number of checks 
handled per month is 15,000, with fully two-thirds of them falling on or near 
the tenth of the month. The checks are now made out in the Accounts Pay­
able Department, taken to the general office, signed by hand, with two sig­
natures, and are returned to the Accounts Payable Department for mailing. 
Seven people are authorized to sign; each has the title of Assistant Secretary 
and Assistant Treasurer, and each is under bond for ten thousand dollars. The 
total money amount covered by the outgoing checks averages about one million 
dollars per month. The work is assigned to each of the seven signers who 
look on it as an extra chore and try to do it in their spare time. Bank reconcilia-
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tions are made in the Accounts Payable Department because they keep the 
disbursement records.
Some criticisms of the present system are:
1. Time consumed by signers is expensive.
2. Delay in getting checks in the mail sometimes causes lost discounts. 
Checks were held in the office by the signers and also in the Accounts 
Payable Department after they were signed.
3. Possible loss of a check with no chance to determine the responsibility 
for the loss.
4. Checks are sometimes mailed out with only one signature and are re­
fused by the bank.
What changes, if any, would you suggest?
Question No. 3. (Weight 10 Points)
Mrs. John Doe, recently widowed, hands you, on October 1st, the following 
account of Mr. (or Mrs.) John Doe with a request that you examine it and 
collect the credit balance of $19,173.51 for her as she needs the money.
(a) Prepare a statement, with explanations, showing what she may expect 
to realize from liquidation of the account based on October 1st values as 
follows: St. Joseph Lead 66Vh; Pan-Am. P. & T. 64\4; American Metal 69%; 
Radio S9lA. Assume that the commissions paid on liquidations will be the 
same as on the original purchases and sales of the stocks. Disregard transfer 
tax on liquidation of "Long” stocks.
(£) Prepare a Profit and Loss statement showing results of the stock 
market transactions assuming liquidation at October 1st values.
M r . ( or  M r s .)  J o h n  D oe In Account with X  & C o m p a n y , Stock Brokers
Date Credit Debit1929 Bought Sold Description Price Debit Credit Balance Days Interest
Aug. 2 SO General Motors @ 70% $3,509.80 $ 3,509.80
Tax 20c; Com. $8.75
2 Cash 1.052.00 4,561.80
15 100 Pan-Am. P. & T. @ 60 5,980.50 10,542.30 13
Tax $2.00; Com. $17.50
8.00
$16.41
15 Cash 1,794.00 12,336.30
31 50 Pan-Am. P. & T. @ 69%, . $3,471.25 8,865.05 16
Com. $8.75
31 Short Int. 50 Gen. M., $3,509.00, 29 days 29
31 Short Irft. 100 Pan-Am. $5,980.00, 16 days 16
31 Interest 5.01 8,870.06
Short 50 General Motors, 50 Pan-Am. P. & T.
Aug. 31 Balance $ 8,870.06
Sept. 1 100 Radio @ 92% $9,188.50 18,058.56 1
Tax $4.00; Com. $20.00
1 Cash 1,859.00 19,917.56
2 St. Joseph Lead @ 73% $7,392.50 12,525.06 1
Com. $17.50
2 Cash 2,217.00 14,742.06
14 100 American Metal @ "74% 7,391.00 -22,133.06 12
Tax $4.00; Com. $17.50
CreditInterest
$ 4.94 
16.48
$21.42
16.41
$ 5.01
$ .74
1.66
14.76
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14 Cash 2,217.00
14 General Motor Dividend 37.50
15 50 General Motor @ 78% 3,952.50
Com. $8.75
15 Short Int. — Gen. M., 15 days, $3,509.00 4.35
Cash 1,185.00
30 Interest
30 Short Int. 50 Pan-Am. P. & T.,
$2,990.00, 30 days
30 Short Int. 100 Radio $9,188.00, 30 days
30 Short Int. 100 Am. Metal $7,391.00,16 days
30 Interest 2.80
Long-—100 St. Joseph Lead Short — 50 Pan-Am. P. & T. — 100 Radio
24,312.56
20,360.06 1 2.03
20.355.71 15
19.170.71
15 24.00
30 $ 7.48 
30 22.99
16 9.92
$40.39 $43.19 
40.39
$ 2.80
Question No. 4. (W eight 12 Points)
John Doe and Richard Roe are the joint owners of a parcel of real estate 
located in Milwaukee County. In March, 1929, they form a partnership for 
the purpose of subdividing and selling the real estate holdings. The real estate 
is turned over to the partnership at its assessed valuation of $30,000.00, each 
partner also contributing $2,500.00 in cash to provide working capital. Real 
estate sales during the year of 1929 amount to $24,000.00, and the estimated 
sales prices of the unsold lots total $36,000.00. After closing the books Decem­
ber 31, 1929, the following Balance Sheet was presented:
ASSETS
Cash in bank ....................................................$ 4,000.00
Land contracts receivable...................... 16,000.00
Real estate unsold (Including property taxes) . 18,500.00
Development costs deferred.............................. 3,000.00
Total assets .............................................. $ 41,500.00
LIABILITIES, DEFERRED INCOME AND PROPRIETORSHIP
Liabilities:
Accounts payable ......................................$ 1,000.00
Accrued real estate taxes.......................... 500.00
Total liabilities ................................  $ 1,500.00
Deferred Income:
Unrealized profits on 1929 sales..................  6,200.00
Proprietorship:
John Doe, Investment..............................$16,900.00
Richard Roe, Investment..........................  16,900.00
--------------- 33,800.00
Total liabilities, deferred income and
proprietorship................................ $ 41,500.00
In filing the United States and Wisconsin income tax returns for the year
1932 THE CERTIFIED PUBLIC ACCOUNTANT 613
1929, the partners report as income the entire gross profit on real estate sales 
made in 1929-
On January 1, 1930, the D  & R Realty Company was organized with an 
authorized capital stock of $50,000.00. John Doe and Richard Roe turn over 
to the D  & R Realty Company the entire partnership assets and liabilities for 
300 shares of common stock in the new company, par value of stock being 
$100.00 per share.
(a) Prepare (1) opening journal entries of the D  & R Realty Company 
and (2) Balance Sheet after opening entries have been made.
(b) On January 1, 1930, there was due from Mr. X  the sum of $1,150.00 
on his original land contract of $1,500.00. X, being unable to make 
further payments, the land reverted to the D  & R Realty Company 
through foreclosure proceedings, the cost thereof amounting to $50.00. 
At what cost should the real estate be set up on the books of the 
D  & R Realty Company? Give reasons.
(c) Would your answer be the same if the sale to Mr. X  had been 
negotiated by the D  & R Realty Company after it commenced opera­
tions January 1, 1930? Give reasons for your answer.
Question No. 5. (W eight 11 Points)
a. Outline in detail a tentative procedure for the verification of invest­
ments of a corporation, consisting of stocks and bonds.
b. Corporation B buys securities on margin. During the month of 
March, 1930, the corporation purchased through its Broker A the following 
stocks:
Cost
100 shares Miami Motors @ 94% ..........................................$ 9,495.00
250 shares Twin Motors @ 33................................................ 8,293.75
200 shares Milwaukee Southern @ 62....................................  12,435.00
The corporation deposited $5,000.00 cash with A to cover the margin re­
quired. As of March 31, 1930, the market values of these stocks were as 
follows:
Twin M otors....................40
Miami M otors..................92 lA
Milwaukee Southern . . . .  64
State how these transactions should appear on the balance sheet as of 
March 31, 1930.
(r) In general, state the governing factors determining classification of 
investment securities in the balance sheet. Should readily marketable securities 
always be classified as current assets ?
Question No. 6. (Weight 20 Points)
The H. G. Company, retail clothiers, had a fire December 4, 1930, which 
destroyed the entire stock of merchandise. You are engaged to determine the 
inventory loss.
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The records found after the Are consisted of the general ledger, accounts 
payable ledger, accounts receivable ledger, cash receipts journal and check stubs 
for November and December. The records lost in the fire consisted of the 
record of charge sales, cash disbursements journal, cancelled checks, check 
stubs for October, and all purchase invoices.
You find that the bookkeeper has not posted to the general ledger or to 
the accounts payable ledger after September 30th. Duplicate bank statements 
and as many statements as possible of the company’s accounts with the various 
creditors are obtained. From the bank statements you determine the following 
disbursements by comparing the amounts on the bank statements with duplicate 
invoices and entries in the accounts payable ledger:
October November December
Items Bank Bank Bank
Statement Statement Statement Total 
Only outstanding September Check. . $ 1 5 . 6 4  $ $ $ 1 5 . 6 4  
Payments of September accounts pay­
able ................................................ 841.48 178.50 96.50 1,116.48
Merchandise purchases—not set up in
accounts ........................................  74.06 564.38 415.62 1,054.06
Light .................................................. 21.07 33-42 54.49
Phone ................................................ 4.00 4.75 8.75
Rent .................................................. 250.00 250.00
Expense ............................................ 16.75 1.00 17.75
Insurance .......................................... 23.46 7.82 31.28
Fuel .................................................  18.00 18.00
Interest .......................... , ......... .. 3 50 3.50
Total gross payments..................$1,246.46 $800.05 $523-44 $2,569.95
Cash discounts taken on purchases 13.80 13.80
Total checks charged on
bank statements ............ $1,232.66 $800.05 $523.44 $2,556.15
Collections 
Cash on Accounts
Summary of Cash Receipts Journal Sales Receivable Total
October ..................................................$1,113.48 $409-60 $1,523.08
November ..............................................  1,005.40 315.68 1,321.08
December .............................................. 77.50 77.50
$2,118.88 $802.78 $2,921.66
November—H. G.—Added capital........  400.00
Total cash receipts..........................  $3,321.66
Summary of Cash Disbursements October November December Total
Bank deposits ........................$1,200.00 $1,250.00 $300.00 $2,750.00
Expense ........................  35,97 52.31 88.28
Freight in on merchandise. . . . 16.95 6.31 23.26
Interest......................... 27.50 57.50 85.00
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Wages ....................................  172.00 172.00 344.00
Refunded sales ......................  10.00 10.00
H. G. Drawing........................  100.00 100.00 200.00
T otals..............................$1,552.42 $1,648.12 $300.00 $3,500.54
After posting the disbursements and eliminating the paid invoices there 
were unpaid invoices for merchandise of $2,002.98, and for fuel of $18.50, 
which had not been entered on the books. In checking the unpaid invoices 
you find that there is a difference between the balances per the ledger and the 
unpaid invoices of $62.47, and that this difference is due entirely to failure to 
charge the creditors with merchandise returned.
Although the record of charge sales had been destroyed, you find that the 
customers’ accounts receivable ledger had been kept up to date and showed a 
balance of $1,476.41 as of December 4, 1930.
As of December 4, 1930, you determine that the following unpaid accruals 
existed: Unpaid wages $25.00, accrued interest payable $28.67, and accrued 
rent payable of $226.00.
The following trial balance was prepared from the general ledger as of 
September 30th:
Debits Credits
Advertising ....................................................$ '131.35 $
Beloit State Bank.............................................. 170.08
Bills payable ................................ .................  13,500.00
Customers’ accounts receivable........................  1,524.05
Discount on purchases.................................... 183.37
Expense .......................................................... 252.51
Fixtures .......................................................... 1,257.25
Freight in on merchandise.............................. 58.42
Fuel ................................................................ 74.00
Insurance ........................................................ 152.59
Interest ............................................................ 587.50
Light .............................................................. 207.46
Merchandise .................................................... 25,305.81
Rent ................................................................ 928.00
Sales ................................................................ 10,880.56
Telephone............................ ...........................  42.18
Taxes .............................................................. 220.05
Wages .............................................................. 2,652.00
H. G. investment ............................................ 6,499.07
H. G. drawing.............................. ...................  525.00
Accounts payable ............................................ 2,282.23
Cash on hand.................................................... 306.98
Totals ......................................................$33,870.23 $33,870.23
The following operating statements were obtained for the years 1928 
and 1929:
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1928 1929
Net sales......................................
Cost of Sales:
Inventory January 1st..........
Merchandise purchases . . . .  
Freight in on merchandise. .
. .$18,993.79 
. . 11,395.85 
77.15
$18,268.90
$17,151.79
13,666.92
98.41
$20,180.19
Inventory December 31st... .
30,466.79 
. . 17,151.79
30,917.12
16,806.83
Cost of sales.................. 13,315.00 14,110.29
Gross profit.......... $ 4,953.90 $ 6,069.90
Operating expenses .................... 6,409.20 6,514.76
Operating loss .................... $ 1,455.30 $ 444.86
Net non-operating expense.......... 415.35 402.70
Net loss for year.................. $ 1,870.65 $ 847.56
The insurance company desires a statement o f the inventory or proof of 
inventory loss and a balance sheet as of the date of the fire.
Question No. 7. (W eight 20 Points)
On January 22, 1931, you begin an audit of the X  Company for the calen­
dar year 1930. You count the cash and find $500.00 in currency on hand used 
as a change fund. In addition there is currency, silver and checks ready for 
deposit totaling $16,022.81.
Two separate cash accounts appear on the ledger of the Company, one 
for each of two respective departments. These accounts for the year show 
the following:
Totals Department A Department B
Balances December 31st, 1929........................$ 70,342.66 $  55,453.24 $14,889.42
Cash receipts—January 1st, 1930 to December
31st, 1930 ..................................................  943,084.86 869,248.34 73,836.52
Disbursements—January 1st, 1930 to Decem­
ber 31st, 1930.............................................. 952,628.92 885,737.22 66,891.70
Balances December 31st, 1930........ ...............  60,798.60 38,964.36 21,834.24
The last checks entered in the cash disbursements as of December 31, 1930, 
were No. 500 on Bank A, No. 750 on Bank B, and No. 12500 on Bank C.
From the cash reconciliation December 31, 1929, and from the bank state­
ments for the year and the cancelled checks which you have checked against 
the disbursements you obtain the following:
Totals Bank A Bank B Bank C
Bank balances December 31st,
1929  $ 46,898.13 $ 1,615.10 $ 5,193.72 $ 40,089.31
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Deposits—All deposits recorded 
on bank statement, January 1st,
1930 to December 31st, 1930. 952,487.38 18,730.94 226,687.46 707,068.98 
Bank balances December 31st,
1930   41,196.31 1,345.40 6,394.20 33,456.71
Outstanding checks — December
31st, 1929 ............................  16,292.67 138.41 3,939.39 12,214.87
Outstanding checks — December 
31st, 1930—All paid and re­
turned by bank in January,
1931   19,522.35 5,543-96 13,978.39
Interest credited by bank Decem­
ber, 1929, but not entered in
cash receipts until January,
1930 ......................................  49.36 49.36
Deposit of December, 1929, 
credited by bank January 2nd,
1930 ......................................  23,347.08 23,347.08
Company’s checks No. 12501,
12503, 12504, 12506 had 
been paid by bank in Decem­
ber, 1930 ..............................  850.00 850.00
You find further that on January 2, 1930, there were redeposited customers’ 
checks returned by the Bank C in December, 1929, amounting to $439.48, 
$500.00, $500.00, and that additional charges were made by the bank, for 
which debit memos are on hand, indicating customers’ checks returned for 
various reasons:
January, 1930 ......................................................$ 439.48
472.50
February, 1930 .................................................... 338.50
December, 1930 .................................................. 439.48
250.00
Total ............................................................$1,939.96
The following items of these charges were redeposited in 1930. The bal­
ance of the items were not redeposited as of January 22, 1931:
February ..............................................................$ 472.50
March .................................................................. 338.50
November ............................................................ 439.48
Total ...................... ..................................... $1,250.48
You find further from the reconciliation of a year ago that there were 
certificates of deposit on hand totaling $14,500.00, and cash on hand totaling 
$500.00. The certificates submitted to you totaled $16,000.00 on which interest 
of $150.00 had accrued to December 31, 1930. The certificates you find are not 
separately classified in the ledger, but are part of the cash account in Depart­
ment A; no transactions appear on the cash records for their renewal or trans­
fer. There were, however, two debit memos, March and September, substan­
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tiating the transfer o f two $3,000.00 amounts, each from open account Bank 
B to certificate of deposit, and deposits on the bank statements of $2,500.00 
and $1,000.00 for certificates cancelled.
You made the following discoveries:
Cash disbursements Department A were erroneously footed in November, 
the correct footing is $1,000.00 less. A fixed asset account was also incorrectly 
footed to force the balance.
One of the three $1,000.00 certificates was exchanged in November for a 
United States bond at par, no interest having accrued on either. The bond is 
not among the securities, nor recorded in the transactions.
A $1,000.00 charge appears on the Bank C, November bank statement for 
which you find no cancelled check or debit memo. The clerk who checked the 
checks originally claims all bank charges were accounted for by cancelled checks.
The cash receipts for the respective departments from January 1, 1931 to 
January 21, 1931, inclusive, are $101,340.07 and $5,003.01 respectively, and 
the deposits, all made in Bank C, and certified by them totaled $109,086.93.
You are to make your complete cash reconciliation as of December 31,
1930, also accounting for the cash to January 22, 1931.
Ain’t It the Truth?
(From The Kalends of the Waverly Press) 
Over the hill trailed a man behind a mule 
drawing a plow. Said the man to the mule: 
"Bill, you are a mule, the son of a jackass, 
and I am a man made in the image of God. 
Yet, here we work, hitched up together year 
in and year out. I often wonder if you work 
for me or if I work for you. Verily, I think 
it a partnership between a mule and a fool, 
for surely I work as hard as you, if not 
harder. Plowing or cultivating we cover the 
same distance, but you do it on four legs and 
I on two. I, therefore, do twice as much work 
per leg as you do.
"Soon, we’ll be preparing for a corn crop. 
When the crop is harvested I give one-third 
to the landlord for being so kind as to let 
me use this small speck of God’s universe. 
One-third goes to you and the balance is 
mine. You consume all of your portion with 
the exception of the cobs while I divide mine 
among seven children, six hens, two ducks 
and a banker. If we both need shoes, you 
get ’em. Bill, you are getting the best of me, 
and I ask you, is it fair for a mule, a son of 
a jackass, to swindle a man—a lord of crea­
tion—out of his substance?
"Why, you only help to plow and cultivate 
the ground, and I alone must cut, shock and 
husk the corn while you look over the pas­
ture fence and hee-haw at me.
"All fall and most of the winter the whole 
family, from Granny to the baby, picks cot­
ton to help raise money to pay taxes and buy 
a new harness and pay the interest on the 
mortgage on you. And what do you care 
about the mortgage? Not a damn! You 
ornery cuss, I even have to do the worrying 
about the mortgage on your tough, ungrate­
ful hide.
"About the only time I am your better is 
on election day, for I can vote and you can’t. 
And after election I realize that I was fully 
as great a jackass as your papa. Verily I am 
prone to wonder if politics were made for 
men or jackasses, or to make jackasses of 
men.
"And that ain’t all, Bill. When you’re 
dead that’s supposed to be the end of you. 
But me? The parson tells me that when I 
die I gotta go to hell forever. That is, Bill, 
if I don’t do just as he says. And most of 
what he says keeps me from getting any kick 
outa life.
"Tell me, Willyum, considering these 
things how can you keep a straight face and 
look so dumb and solemn?”
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F e d e r a l  T a x a t i o n *
By Leslie A. Heath, C.PA., Charlotte, North Carolina
TAURING the past decade there was little 
-*^idea of the relation between taxation and 
appropriation in the mind of Congress. Ap­
parently there was no limit. We boomed 
with that elusive thing called prosperity. The 
gold mine from which taxes were drawn ap­
peared to be inexhaustible. Expansion was 
the fad, and economy in public expenditures 
a lost art. Congress proceeded with a free 
hand. There was no complaint from back 
home.
For the fiscal year ended June 30, 1928, 
we had a surplus of three hundred and ninety- 
nine million dollars, in 1929 one hundred 
and eighty-five million dollars, and in 1930 
one hundred and eighty-four million dollars. 
However, after June 30, 1930, we had a 
drastic change in our financial affairs. For 
the fiscal year ended June 30, 1931, we had 
a deficit of nine hundred and three million 
dollars, and for the year ending June 30, 
1932, the deficit will probably total three bil­
lion dollars, and the Treasury Department 
estimates a deficit for the year ending June
30, 1933, of one and a half billion dollars.
The entire business of this country is a 
mass of intricate machinery being run for the 
purpose of supplying needed protection, and 
of giving the means of support to millions 
of laborers and employees.
Take time to study what this complex ma­
chinery of business, of manufacture, of utili­
ties, of the various branches of industry, and 
the financing of same, amounts to and you 
will realize that it involves 90% of the en­
tire population or more than 90 million peo­
ple in this country. A thing so gigantic 
should receive the most careful attention in 
order to keep it in good running condition; 
and it should not be subject to the shifting 
sands of uncertainty and unrest, nor ripped 
open every few years by sinister and baleful 
influences.
Yet the great machinery of industry and 
of trade is subjected every year or two to 
the most damaging interference that could
*Excerpts from a paper delivered at the May 
meeting of the North Carolina Association of 
Certified Public Accountants.
possibly be devised. The result is that mil­
lions are out of employment when all should 
have abundance of work; that panics strike 
at the root of the successful operation of 
business interests; that we are facing hard 
times when we should have good times; and 
that five years in every ten we ride either 
on the crest of success and inflation, or wallow 
in the slough of despondency.
The common experience of the people is 
that just as they are about ready for a steady 
flow of success some election is coming on, 
and the whole machinery of the nation is 
brought to a standstill to wait until the re­
sults are known, and we know what political 
policy is to be launched on a defenseless 
nation.
A change of policy in the administration 
attending the change of party means uncer­
tainty to the machinery of the national exist­
ence. Times become hard. Employment that 
should be steady is wavering. No one seems 
to know what to do or which way to turn. 
The elections are coming on. If the same 
party retains power, the opposite party spends 
all the intervening time before the next elec­
tion in stabbing the party that is in power. 
This is the fixed history of a nation that is 
cursed with political parties. Instead of build­
ing up the genuine interests of the nation, 
the country is subjected to nothing but at­
tack and defense between the political par­
ties; so that between elections there is dis­
trust and discouragement in all the industries; 
and when the elections are coming on, the 
pending uncertainty mars all brightness of 
hope for success.
Do you know what this political bickering, 
this rabid warfare of attack and counter-at­
tack between political parties and the constant 
elections are doing to you? If your business 
or your employment or your prospects were 
not interfered with, you could advance step 
by step to almost any height of achievement 
in honesty and by clean methods. But as suc­
cess must be snatched by the gambler’s law 
of chance from the shifting sands of unrest 
and uncertainty, men are forced to become 
crafty, shrewd, false, dishonest, and even
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criminal. It is a game of grab. How much 
better would it be if the machinery of pros­
perity could run at all times smoothly.
It is the oldest of modern sayings that the 
country that has the greatest number of elec­
tions has the least stability in prosperity.
The business of the government surely is 
entitled to as much sense and judgment in 
its operation as the successful business of a 
great corporation, or any great organization. 
Is. the government of less value to the nation 
than the great steel company? Do you know 
that the steel companies, directly and indi­
rectly, give employment to more men than 
were in the United States when Washington 
was elected its first president? It does. Nearly 
twice as many. Almost a double-sized nation. 
Imagine if you can, the effect on this great 
organization of electing the president anew 
every four years, the directors anew every six 
years, and the other officers every two years. 
What kind of service would you get? And 
further, suppose that for every holder of the 
presidency there were other candidates to be 
pitted against; for every director there were 
opposing candidates that might oust him; 
and for every official there were bitter rivals 
who fought like sharks for such office; what 
of the business character and prospects? In 
addition to this suppose that the rivals for 
these offices were to bring charges and ugly 
indictments against them; how long could 
the business be run successfully? Yet here 
we have the story of American politics and 
of the American Government. It is a sad 
story.
Had the United States Steel Company been 
managed and conducted in the same way that 
our United States Government is being man­
aged and conducted, its success would have 
been impossible; and the millions of people 
that are more or less indirectly and directly 
affected by its prosperity would suffer much 
more than they have. If you were to conduct 
any business, from a corner cigar store to a 
vast concern, in the same manner that this 
government’s business is conducted, it would 
soon become a wreck. Yet both are based on 
the same foundation.
It is agreed on all sides that there is no 
remedy except to prevent an elected person 
from being reelected. The wrong is apparent. 
The cure is also just as apparent.
While the law stands as it is, it would be
wisdom on the part of the people to declare 
that the President of the United States should 
have but one term of four years; and prepare 
the way for that term to extend to six years; 
a change must be made in the proper way.
It would be wisdom to declare that each 
Senator should hold office for only one term 
of six years, and prepare the way for the 
term to be extended to twelve years. As a 
State has two Senators, one should be elected 
so that his term should expire in the middle 
of the term of the other Senator. After this 
system gets started, it will result in the elec­
tion of one Senator only every six years, but 
to hold office for twelve years.
It would be well to declare that each Con­
gressman should have but one term of two 
years; and prepare the way for the term to 
be extended to six years.
Every State Governor and every officer, 
law-maker, and others now elected, should be 
elected for six years; and all elections of cities, 
towns and counties should occur once in six 
years. There should be no elections of any 
kind at any other time; and all should take 
place in the fall of the year, either on the 
same day or about that time. This gives the 
business of the country a rest for a period of 
six years, which it needs.
No incumbent should be allowed the ex­
tended term, for it would continue the vicious 
plan of pulling wires in order to cling that 
much longer to the office.
No wonder we have hard times so often. 
The same kind of management that is of 
supreme usefulness in maintaining a great 
business, is needed by the government, with 
only variations to serve to the one end of 
making it successful.
Things are wrong when the people every­
where are taxed two or three times as much 
as they should be under normal conditions. 
It is a burden that can be reduced one-half; 
but not as long as this country is ruled by 
politicians.
Not only the billions that the Federal Gov­
ernment raises each year are more than double 
what would be necessary if politicians had 
not built up this enormous expense; but every 
State has to have its other millions; every 
county must have its support; every village, 
town and city must be maintained;! and the 
schools require their amounts which alone 
run into billions each year; so that the peo-
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pie are today tax-ridden to desperation.
Where over a million men obtain a living 
solely by the profession of politics, we there 
find the outflow of this excess taxation.
The little leaks when counted together 
form a mighty whole; and also what one of 
our Presidents called a mighty h-o-l-e.
Take for instance one of many thousands 
of these leaks, that of the official in a certain 
State who received in fees in five years more 
than a quarter of a million dollars; and there 
are thousands of officials who secure fees 
that are small fortunes each year; all of which 
money belongs to the public excepting a fair 
salary to the incumbent.
Why does the law-maker want to see his 
non-delivered speech printed in a political 
Record? This is another leak of millions of 
dollars; and its only purpose is to enable 
him to copy it verbatim in pamphlets and 
circulate among his constituents, to assist in 
his reelection. If there were to be no re- 
election, it is quite probable that the Congres­
sional Record would automatically go out of 
existence; and the country be spared this leak 
of millions.
The reduction in the number of Represen­
tatives to one in four will give a great sav­
ing not only in salary but in mileage allow­
ances. This, and a revision in the mileage 
allowance to the remaining Congressmen to 
reflect actual cost of travel will save millions.
The distribution of free seed as a bait to 
catch votes for reelection is another great 
loss. So is the franking system, whereby 
Members and Senators send millions of non­
delivered speeches through the mail free of 
charge to aid their reelection. The so-called 
"pork barrel” is one of the greatest leaks. 
For instance a certain Congressman who is 
agitating a slash in the pay of all federal 
employees is earnestly advocating the con­
struction of a fish hatchery in his district.
Then another familiar leak is the vast sur­
plusage of clerks in the government employ. 
This vast leakage is the work of Congress 
seeking reelection. It is not true that all em­
ployees of the government are idle parasites. 
One-third of the clerks are valuable and de­
sirable, but the percentage in the law mak­
ing bodies is probably much smaller.
Under the critical poking of those who 
lately have accused Congress of extravagance, 
and a lot of other things, the House finally
on May 20th made public its disbursing rec­
ords, which have been secret, even to the 
members themselves, for the past 100 years. 
An immediate check of the latest payroll in 
the offices of South Trimble, Clerk of the 
House, showed 100 members carried one or 
more persons of the same surname, most of 
them wives, daughters, nieces, with a number 
of sons scattered through the list. How many 
more of the 435 total carry on the payroll 
relatives with different surnames was not in­
dicated. Some of the paid relatives do not 
live in Washington and charges have been 
made that a good number do no work for 
the money.
The government is and ought to be re­
garded as a great business. It should be con­
ducted on business principles.
If you wish permanent prosperity in this 
land, see that no person can stand for reelec­
tion; see that one term be all that he can 
have, whether he is in a great or small office. 
The principle is the same.
If you wish to reduce taxes more than 
one-half, put an end to this complex system 
of dishonesty which fills the term of nearly 
every office holder.
In conclusion may I stress the advisability 
of a program whereby; first, we make a bal­
anced budget; second, control expenditures; 
third, pay as you go; fourth, collect delin­
quent taxes; and fifth, put candidates on 
record.
DIPLOMACY 
It is reported that some time ago one of 
the clowns with Ringling Brothers Circus, 
who was getting $60.00 a week, felt that he 
was entitled to a raise. He approached John 
Ringling, the only surviving member of the 
famous group, with the statement that he 
enjoyed working for them and would like to 
continue being with them but he felt that he 
was entitled to an increase of $20.00 a week 
in his wages. No detail of the circus ever 
escaped any one of the Ringling brothers 
and although John knew perfectly well what 
the man was getting he thundered out in his 
heavy voice, "Heavens! man, you are getting 
$40.00 a week now. What more can you ex­
pect?” The clown did not pursue the argu­
ment further for fear that Ringling might 
find out what he was actually getting and 
decide that it was his turn to move.
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I n d i a n a p o l i s  M e e t i n g
"'T'HE best ever” was the practically unani- 
mous verdict of those who attended the 
Eleventh Annual Meeting of The American 
Society of Certified Public Accountants, Sep­
tember 26 to 29.
Twenty-six states were represented in the 
registrations, stretching from Massachusetts to 
California, and from Minnesota to Florida. 
The preliminary arrangements had been care­
fully made by an Executive Committee, of 
which Marshall G. Knox was General Chair­
man, and a Ladies’ Committee, of which Mrs. 
Knox served in the same capacity. Earl E. 
Thomas, president of the Indiana Association 
of Certified Public Accountants, and Mrs. 
Thomas served as chairmen of the Reception 
Committees; Mr. and Mrs. Painter cared for 
the transportation needs and the Wednesday 
luncheon and tours for the ladies; Mr. and 
Mrs. Ramsey were chairmen of the Entertain­
ment and Luncheon Musicale Committees; 
Mr. Carter supervised the golf matches, and 
Mrs. George S. Olive looked after the Lunch­
eon Bridge; Mrs. James C. Olive was chair­
man of the Cabaret Supper Dance, and Mr. 
Spradling secured a favorable amount of 
publicity.
The printed program opened with a hearty 
"Greetings” and closed with a fond "Au 
Revoir” from the clever pen and ink sketches 
by Anita Knox.
Early Sunday afternoon, September 25, 
President Miller and his wife came in from 
New Orleans via auto, and immediate past 
President Herman C. J. Peisch, together with 
Mrs. Peisch, arrived from Minneapolis in the 
same manner. Past President Upleger and 
Secretary Springer came in from Texas and 
Washington, D. C., by rail, as did past Presi­
dent Tanner and Mrs. Tanner from Wiscon­
sin, Vice-President Cole from California, Vice- 
President Crowley from Massachusetts, and 
Director Thomson from California.
Early Monday morning we were greeted 
with a heavy rain, which continued through­
out the entire day. This did not dampen the 
ardor of the golfers. During the morning 
about fifty arrivals reported at the registration 
desk, and at noon, sharp, the Avalon Country 
Club became a mecca for those who play the 
ancient and honorable Scotch game. Raymond
A. Duggan of Chicago, turned in the low 
gross score in the general tournament, and 
holds the Michigan trophy for this year. 
Francis E. Ross of Ann Arbor, Michigan, 
turned in the low net score and was the win­
ner of the District of Columbia Cup. Stuart 
A. Tomlinson won the Indiana trophy, having 
the lowest score secured of any contestant 
from Indiana. Dittmar of Chicago, and 
Dietze of Milwaukee turned in second and 
third low gross scores, while Upleger of Texas, 
and Keough of Indiana had the second and 
third low net scores. Winners of the blind 
par prizes, in their order, were Knox and Al­
ford of Indiana, Peisch of Minnesota, Miller 
of Louisiana, Heaton of New Jersey, Cotton 
of Kentucky, and Darby of the District of 
Columbia. Schmidt of Illinois captured the 
most birdies, Deal of Indiana the most pars, 
Eskew of Kentucky the most fours, Carter of 
Indiana had the lowest score for three holes, 
Cammack of Indiana had the lowest number 
of eights, Geo. Olive of Indiana the highest 
score for a single hole, and Matthews of 
Indiana the highest score for the eighteen 
holes, with Miller of Indiana turning in the 
highest score for nine holes. Henry Thomson 
of California scored the highest net score, and 
Marvin of New York was awarded the prize 
as the best-dressed golfer.
The winners of the ladies’ bridge tourna­
ment, which occupied portions of two after­
noons, were Mrs. Joseph A. Cammack, Indi­
ana; Mrs. Arthur S. Chapman, Indiana; Mrs. 
Hiram T. Scovill, Illinois; Mrs. Ira B. Mc- 
Gladrey, Iowa; Mrs. William B. Castenholz, 
Illinois; Mrs. Marshall G. Knox, Indiana; 
Mrs. O. C. Herdrich, Indiana, and Mrs. Fred­
erick C. Albershardt, Indiana.
Monday evening was given over to a recep­
tion, dancing and cards, music being furnished 
by Bob McKittrick and his orchestra; an ex­
ceedingly pleasant get-together affair.
Tuesday morning it was still raining. This 
made certain well-attended meetings for the 
day. At nine o’clock the Board of Directors 
for 1931-32 met. The reports of the Sec­
retary and the committees were presented in 
printed form, accepted and ordered trans­
mitted to the membership. The reports of the 
Treasurer and Auditor were presented and
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ordered transmitted. Several suggestions with 
reference to the proposed bankruptcy law were 
received, and transmitted to the Committee on 
Federal Legislation. One suggested amend­
ment to the Constitution and By-Laws was 
adopted for transmittal to the membership at 
a later date. The Committee on Cooperation 
with Associated General Contractors of Amer­
ica was continued for another year. Three 
hours were devoted to general discussions re­
lating to the work of The Society, with de­
cisions reached, to which reference will be 
made in other issues.
Tuesday afternoon the Annual Convention 
of State Representatives was held with First- 
Vice-President Ralph W. E. Cole presiding. 
Three topics were introduced by leaders as 
indicated, followed by discussions. "Increas­
ing Demands on Certified Public Account­
ants,” by William C. Heaton of New Jersey; 
"Relationships Between The American Society 
and State Societies,” by Carl E. Dietze of Wis­
consin; "An Accounting Fraternity or an Ac­
countancy Profession,” by Secretary Springer.
At five o’clock the first meeting of the 
1932-33 Board of Directors was held. K. L. 
Holt, representing the National Economy 
League, was present, and presented its aims. 
The Directors approved the general purpose 
of the League, and transmitted to the Execu­
tive Committee the authority to send out such 
an announcement with reference to the same 
as they thought wise. The Board elected John 
T. Madden, T. Coleman Andrews, Adolphe 
Rafter, James F. Welch, John Berg, Alexander 
S. Banks, Arthur C. Upleger and Wm. Gor­
don Buchanan, as delegates to the Fourth In­
ternational Congress on Accounting to be held 
in London, in July, 1933. They also author­
ized the Executive Committee to add such 
other members to this list as indicate their 
ability to attend. The Board referred the ques­
tion of a brief on the general subject of Gov­
ernment in Business to the Executive Com­
mittee, with the direction that when prepared 
it should be referred to the Board for sug­
gestions by mail before its presentation. The 
budget for the year was presented. Invitations 
for the 1933 meeting were received and made 
the first order of business for the next day. 
Ralph W. E. Cole of California was elected 
President.
At seven-thirty the Round Table on State 
Board Problems was called to order by Patrick
F. Crowley of Massachusetts, a member of the 
State Board of Registration. C. S. Goldston 
of the Virginia Board introduced the subject 
"Fundamentals of Accountancy Legislation” ; 
Wm. Gordon Buchanan of the District of 
Columbia Board, presented "Required Pro­
fessional Standards” ; William D. Morrison, 
former member of the Colorado Board, spoke 
on "Interstate Relationships,” and Herman C. 
J. Peisch of the Minnesota Board, substituting 
for Lyle W. Hines, introduced the subject 
"Complaints and Hearings.” Each subject 
was discussed. Following this meeting repre­
sentatives of ten State boards held an in­
formal conference at which several questions 
of State Board procedure were discussed, and 
a committee was named to arrange a meeting 
and program to be held next year.
During the afternoon, following a luncheon 
at the Meridian Hills Country Club, the 
ladies completed the bridge tournament started 
on Monday.
At nine o’clock a cabaret supper dance was 
held, music being furnished by Jack Berry and 
his orchestra. This completed a very full day 
for all those present, and was a highly en­
joyable affair.
Wednesday the weather was delightful and 
remained so for the balance of the meeting so 
that everybody was convinced that the local 
Executive Committee had succeeded in find­
ing the proper weather combination.
At ten o’clock the formal program opened, 
Patrick F. Crowley, Second Vice-President, 
presiding. The invocation was delivered by 
Dr. Frank S. C. Wicks, All Souls Unitarian 
Church. Hon. Harry G. Leslie, Governor of 
Indiana, in the midst of a strenuous campaign 
in which he was not a candidate, had become 
incapacitated, and has been obliged to spend 
much time in the hospital. He was ably 
represented in the welcome by his secretary. 
The welcome was responded to by Herman 
C. J. Peisch, Chairman of the Advisory Board 
of The American Society. Henry J. Miller 
gave the President’s annual address, taking as 
his subject, "The Sinews of the Profession.” 
This was followed by formal presentation of 
the reports of officers and committees, after 
which Arthur H. Carter, President of the New 
York State Society of Certified Public Ac­
countants, spoke on "Some Problems of the 
Last Three Years.”
In the afternoon a Round Table on State
624 THE CERTIFIED PUBLIC ACCOUNTANT October,
Society Problems was presided over by Col. 
Carter, as president of the oldest and largest 
State Society. Each of the subjects presented 
was discussed and a regular old-fashioned ex­
perience meeting resulted. Ira B. McGladrey 
of Iowa, spoke on "Basis of State Society 
Membership” ; Irvin W. Imhof of Ken­
tucky, on "Relation of State Society to 
State Board” ; Harry W. Cuthbertson of 
Ohio, on "Chapter Organization” ; Norman 
E. Webster of New York, pinch-hitting for 
Joseph J. Klein, detained by sickness, on 
"Competitive Groups” ; William J. Carter of 
Georgia, on "Professional Publicity” ; and 
Frank Wilbur Main of Pennsylvania, on 
"Group Relationships.” During the meeting, 
in discussing the general problem, Col. Carter 
indicated that the profession was now ready 
for the national accountancy organization to 
become an organization of State societies so 
that the highest possible professional tie-up 
might be secured.
At five o’clock the Board of Directors con­
vened, and listened to presentations from the 
following individuals, representing prior invi­
tations received from State societies; Carl E. 
Dietze, on behalf of Wisconsin, for Milwaukee; 
Eric Louis Kohler, on behalf of Illinois, for 
Chicago; Parry Barnes, on behalf of Missouri, 
for St. Louis; Irvin W. Imhof, on behalf of 
Kentucky, for Louisville; and Ralph W. E. 
Cole, on behalf of California, for California. 
The invitation from Wisconsin was supported 
on behalf of Minnesota by Director Peisch. 
In view of the fact that this was the third 
consecutive year that Wisconsin had presented 
an invitation, and the further fact that it was 
located conveniently to Chicago where a "Cen­
tury of Progress” is to be depicted next year, the 
Board voted to hold its 1933 meeting in Mil­
waukee, and directed the Secretary to convey to 
the other State societies thanks for the invita­
tions received and regrets that all could not be 
accepted at this time, also suggesting that future 
invitations would be appreciated. Three other 
suggested amendments were favorably voted 
upon. A budget was adopted for the year 
1932-33. After discussing suggested names 
for officers other than president, the election 
of officers was made a special order of busi­
ness for a meeting Thursday morning at nine 
o’clock.
During the day the ladies had lunched at 
the Indianapolis Athletic Club, and had taken
a sight-seeing trip. The high-light of the city 
tour was the visit to the Memorial Hall, 
erected by J. K. Lilly in honor of Stephen 
Foster. Special arrangements had been made 
with Mr. Lilly to open this hall as a courtesy 
to the visiting ladies. He was kind enough 
to not only exhibit a part of the original 
manuscripts, pictures, and personal belongings 
of Stephen Foster, but he gave a very inter­
esting talk, illustrated with Foster’s music on 
the pipe organ. It is understood that Mr. 
Lilly has secured all but one of the original 
manuscripts of the two hundred songs written 
by Foster. Facsimile copies of each of these 
are being made and furnished to libraries 
throughout the United States.
The evening was occupied with the Keno 
Party, under the general direction of Messrs. 
Tanner and Upleger, after which The Order 
of Twelve convened, and Mrs. Miller was 
hostess to the ladies.
At nine o’clock Thursday morning, the 
Board of Directors held another session at 
which George Ellis of Illinois, was elected 
First Vice-President, Chesley S. Goldston of 
Virginia, Second Vice-President, William D. 
Morrison of Colorado, Treasurer, and Homer
A. Dunn of New York, the elected member 
of the Executive Committee.
At ten o’clock the program session was 
called to order by Ralph W. E. Cole of Cali­
fornia, First Vice-President. George W. Ros- 
setter, President of the Chicago Association 
of Commerce had prepared a paper on "Co­
operation Needed to Reduce Public Expendi­
tures,” but was unable to be present on ac­
count of sickness. His paper was read by the 
Secretary, after which the following resolution 
was presented and unanimously adopted:
Whereas, operating costs of the Federal 
Government—which last year exceeded five 
billion dollars—have reached proportions 
that are burdensome to the people and add 
greatly to the problems of economic re­
covery ;
Whereas, such costs, combined with de­
clining revenues, present fiscal problems of 
grave import, solution of which is essential 
to the restoration of confidence and return 
of normal conditions in American business;
Whereas, the accounting profession is 
peculiarly qualified to point out that the 
same principles which make for stability and 
sound administration in private business
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apply with equal force to the operations of 
government; and
Whereas, the necessity for an effective 
program of national economy—as proposed 
by the National Organization to Reduce 
Public Expenditures and other organizations 
throughout the country interested in the 
movement—is recognized by this Society; 
therefore
Resolved, that The American Society 
of Certified Public Accountants favors re­
duction in federal expenditures of such 
amount as will enable our government to 
operate upon a balanced budget and at the 
same time give substantial relief to those 
now subjected to excessive tax burdens; 
The American Society recommends to the 
legislative and administrative branches of 
government that every possible step be 
taken to accomplish this result, and pledges 
to the National Organization to Reduce 
Public Expenditures and other associations 
its fullest cooperation in bringing the sup­
port of public opinion to aid in this en­
deavor; further'
Resolved, that copies of this action be 
transmitted to State societies of certified 
public accountants, inviting their coopera­
tion.
The Secretary read a communication from 
Lewi Gluick, the Shop Talker, expressing his 
thanks for material sent him but urging a 
greater volume than recently received.
The Round Table Discussion on "Everyday 
Troubles” was presided over by Henry J. 
Miller. J. Arthur Marvin of New York, led 
the discussion on "Training and Supervising 
Staff Accountants” ; Arthur C. Upleger of 
Texas, on "Developing New Practice” ; and 
Harry M. Jay of Tennessee, on "Collection 
Policies.” George P. Ellis who was to have 
led the discussion on "Maintaining Adequate 
Fees,” although present in the hotel, was in­
capacitated by an attack of laryngitis.
At two o’clock Henry J. Miller presented 
Hon. David Burnet, Commissioner of Internal 
Revenue, Washington, D. C., who gave an 
address on "Income Tax Regulations,” and 
answered questions propounded to him from 
the floor.
At three o’clock the session was turned over 
to Eric Louis Kohler of Illinois, Chairman, 
Committee on Technical Affairs, which Com­
mittee presented various aspects of "Corporate
Reports to Stockholders.” The other members 
of the Committee present and taking part in 
the discussion were Messrs. Sunley and Scovill 
of Illinois. Before adjournment the following 
resolution was offered and unanimously 
adopted:
The members of The American Society 
of Certified Public Accountants have listened 
with pleasure and profit to a report of the 
Committee on Technical Affairs, presented 
at the Indianapolis meeting. We are in 
hearty accord with the general principles 
included in the memorandum submitted.
Not having had an opportunity of read­
ing the same, we can only endorse the gen­
eral ideas. The report is therefore referred 
to the Executive Committee endorsed as to 
principle, with authorization to the Com­
mittee to edit the same and submit it to 
the membership as a preliminary report, 
requesting the members to furnish the 
Technical Committee w ith suggested 
changes. The report as hereafter amended 
shall be submitted for consideration by the 
1933 Annual Meeting.
The last meeting of the Board of Directors 
was held at five o’clock. The tellers, J. R. 
Wharton, Indiana, Chairman, A. H. Hammar- 
strom, Iowa, and John H. Schmidt, Illinois, 
presented the following report:
We have examined the ballots resulting 
from the proposed amendments to the Con­
stitution, and also the ballots in connection 
with the election of the various' representa­
tives and directors for the ensuing year and 
find same in accordance with the tabulations 
presented by the Secretary.
Durand W. Springer was elected Secretary. 
Plans were discussed for the ensuing year.
The ladies had luncheon and a musicale 
at the Marott Hotel, and at seven o’clock, the 
annual banquet was held in the Riley Room 
of the Claypool Hotel. Following the dinner, 
President Miller introduced Meredith Nichol­
son, the guest speaker, who brought home to 
all present a realization that Indiana had 
scored high in the literary field.
Following this address, announcement of 
the golf prizes was made by the Chairman of 
the Golf Committee, Charlton N. Carter, and 
announcement was made of the winners in the 
ladies’ bridge tournament. Mr. Thomas, Presi­
dent of the Indiana Association of Certified 
Public Accountants, was introduced and pre­
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sented a token of appreciation to Mr. and Mrs. 
Knox for the services which they had ren­
dered in connection with the meeting.
The Committee on Resolutions, William
B. Castenholz, Illinois, Chairman; Francis E. 
Ross, Michigan, and Sam W. Eskew, Ken­
tucky, reported as follows:
Your Committe on Resolutions feels it­
self charged with a task this year which is 
a pleasure and a privilege to discharge.
We find ourselves in the midst of de­
lightful people who are artists of hospitality. 
In fact, the Indiana Association of Cer­
tified Public Accountants has been so gra­
cious and yet so unofficious in extending its 
welcome to those assembled at this 1932 
annual meeting of The American Society of 
Certified Public Accountants that we know 
that hospitality and generosity are inborn 
characteristics of our Hoosier hosts.
We felt at home from the moment we 
arrived. We shall hate to go away. It is 
a privilege to express at this time the unani­
mous verdict of our membership that a 
marvelous sojourn was had in Indianapolis. 
Specifically do we now wish to record most 
emphatically our grateful appreciation of the 
splendid work of the Indiana Association’s 
Committee on Arrangements and Entertain­
ment and the most gracious manner in 
which the Ladies’ Committee provided for 
the happiness and comfort of the wives of 
our members.
Our gratitude also goes out to those who 
cooperated with us in making our technical 
sessions a success. We wish now to record 
our appreciation of Mr. David E. Burnet, 
Commissioner of Internal Revenue, who 
willingly contributed constructive values to 
our program in spite of the enormous claims 
the public has upon his time.
We were happy to be in Indianapolis. In 
closing this report we direct the Secretary to 
forward to those who contributed to our 
program and to our entertainment an ex­
pression of our sincere regard and appreci­
ation.
The report was adopted by a rising vote. Mrs. 
Miller responded for the ladies as follows:
I am so accustomed to standing in reflect­
ed light, as Henry Miller’s wife, that the 
task that has been allotted to me, although 
pleasant, that of thanking the ladies of the 
Indianapolis Committee for the marvelous
time we have had, is very hard. So, Mrs. 
Knox, I am going to ask you and the lovely 
members of your Committee to read between 
the lines and see how grateful your lady 
guests are for the wonderful hospitality 
that you have shown us. To say that we 
are happy for every minute is just repeating 
an old story, for surely you must have seen 
the expression of happiness on our faces 
as each new feature of our program re­
flected itself.
We wish to thank you, and we assure you 
that Indianapolis and Hoosier hospitality 
will always be the high-spots of our trip 
to your city. And, ladies of Indiana, we 
have been very glad to meet you. You 
have made us happy too. And won’t you 
please remember us, for we will always 
think of you.
With a few closing remarks, President 
Miller presented the officers-elect. President 
Cole expressed his appreciation of the honor 
conferred, and the Eleventh Annual Meeting 
of The American Society adjourned at eleven- 
fifteen, but was followed by dancing, the 
music furnished by Louie Lowe and his or­
chestra.
A ccounting Research
(Continued from page 593)
An effort will next be made to determine 
how work on the most important projects can 
be initiated and carried forward. Organiza­
tions of accountants, schools teaching account­
ing, bureaus of business research, and others 
may be asked to assist in various ways. If 
projects of general social or educational im­
portance are developed, special financial aid 
may be sought from one of the Foundations 
or other organizations with funds available for 
such purposes.
The Council has no purpose other than to 
encourage and promote sound research work 
in the accounting field. It will function inde­
pendently of any organization or group, and 
will seek both to obtain and to give assistance 
in all quarters where it will be helpful. It will 
endeavor to serve as an energizing and co­
ordinating force, in the hope of hastening the 
development of a better understanding of 
principles and approved standards of teaching 
and practice.
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REPORT OF COMMITTEE ON COM­
MERCIAL ARBITRATION
Special and general information on com­
mercial arbitration and on the activities of 
State societies has been reported to the mem­
ber of this society throughout the year in the 
columns of the official organ, as follows:
November, 1931—page 324: The experi­
ence of a firm of accountants under a defective 
agreement to arbitrate.
January, 1932—page 24: A New York de­
cision upholding commercial arbitration.
February, 1932—page 77: U. S. Arbitration 
Act declared constitutional; New York-Lon­
don Arbitration Service.
March, 1932—page 184: "An Experience 
in Arbitration,” by J. Pryse Goodwin; page 
192: Minnesota Society’s affiliation with 
American Arbitration Association, and U. S. 
Supreme Court’s decision in a Minnesota ar­
bitration case.
April, 1932—page 248: Record of the 
American Arbitration Tribunal.
May, 1932—page 261: Activities of Massa­
chusetts and Colorado societies; announce­
ment of special privilege for members of The 
American Society in subscriptions for Code of 
Arbitration Practice and Procedure and Ameri­
can Arbitration Service.
State societies are now affiliated with Ameri­
can Arbitration Association to the number of 
ten, viz: Indiana, Maryland, Michigan, Minne­
sota, Missouri, New York, Pennsylvania, 
Texas, Virginia and Washington. Announce­
ment will be made in due course of the 
eleventh State Society; one that is now engaged 
in the necessary proceedings of establishing a 
standing committee on Commercial Arbitra­
tion as a basis for an appropriate resolution 
for presentation to the Arbitration Association.
Commercial Arbitration bills were intro­
duced in this year’s regular sessions of the 
legislatures in Kentucky and Virginia and 
were favorably considered in committees. In 
both instances, however, there was such pres­
sure on legislation of a governmental nature 
as to prevent the bills from being reported 
out. Pending reintroduction of these bills the 
work of developing in the commercial mind a 
consciousness of the advantages to be derived 
from the arbitration of business disputes will 
be carried on. Certified public accountants can
be of great assistance in that work and to their 
own ultimate advantage.
Respectfully submitted for the committee,
Homer A. Dunn, Chairman.
REPORT OF COMMITTEE ON CALEN­
DAR SIMPLIFICATION
Whether we were to see any real activity 
during the past year in connection with cal­
endar simplification depended chiefly upon the 
action taken at the Fourth General Conference 
on Communications and Transit of the League 
of Nations held at Geneva in October, 1931.
The LeSgue of Nations at this meeting 
handed calendar reform back to the various 
governments for further study, recognizing 
that the time was not favorable to calendar 
simplification.
With the many other urgent problems fac­
ing the nation, calendar reform was not given 
much consideration, consequently your com­
mittee had very little to work with on this 
important subject.
Respectfully submitted for the Committee, 
John H. Schmidt, Chairman.
REPORT OF COMMITTEE ON 
COMPLAINTS
The Chairman of the Committee on Com­
plaints is pleased to report that during the 
year about to close, there were no new matters 
referred to the Committee.
The Committee had one case carried for­
ward from the preceding year.
This matter has now been adjusted on the 
basis of the recommendations made by Presi­
dent Henry J. Miller, after a personal visit 
and an interview with both of the interested 
parties.
Mr. Miller’s letter of recommendation and 
the recommendations of the Chairman of this 
Committee have been placed in the hands of 
the Secretary together with all of the corres­
pondence in the case, and the suggestion that 
this matter be definitely closed on the basis of 
these recommendations.
Very truly yours,
C. Vaughan Darby, Chairman.
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REPORT OF COMMITTEE ON PAN- 
AMERICAN RELATIONS
Your Committee this year has very little of 
interest to report although, through its Chair­
man, it made rather strenuous efforts to secure 
information from local sources in the various 
Latin-American countries. Conditions in South 
America are quite uniformly bad, economically 
speaking, and doubtless most legislation is 
concerned now with bringing about greater 
industrial stability than in providing position 
for our profession.
Cuba. Mr. William P. Field, a member of 
our Committee, reports that there have been 
no developments in Cuba during the last year 
that would interest The American Society. He, 
however, makes the comment that Cuba has 
taken an advanced position in connection with 
the granting of the C.P.A. certificate. In fact, 
the certificate in Cuba is hardly a certificate. It 
has been dignified by being a University de­
gree. This gives the C.P.A. certificate a unique 
position which it does not have anywhere else.
Venezuela. Your Chairman has a report from 
Venezuela which indicates that accounting is 
not yet regarded as a public profession in 
Venezuela and that there are no special courses 
preparing for that profession and no public 
examinations. Educationally, schools confine 
themselves to teaching merely fundamental 
bookkeeping.
Republic of Panama. Your Committee is in 
receipt of an interesting letter transmitted by 
the Secretary of The American Society from 
the Panama Institute of Accountants. This 
letter indicates that on July 6, 1931, the 
Pan-American Institute of Accountants was 
founded and that this organization is now at­
tempting to secure the passage of a law which 
will regulate the accounting profession and 
which will provide for the granting of the
C.P.A. certificates. This letter further re­
quested a copy, in translation, of the Michigan 
Law which may assist the accountants in secur­
ing the required legislation in Panama. The 
Pan-American Institute seems to be a progres­
sive organization and they already have an 
official publication entitled "Revista Panamena 
de Contabilidad.”
Colombia. The report from a prominent 
local accountant in Cartagena reviews the ef­
forts of the accounting profession in Colombia 
to gain recognition. In fact, this correspond­
ent reports that since 1922 he has made strenu­
ous efforts to organize the profession into a 
self-conscious group. This group presented a 
measure before Congress in 1922 and again in 
1923 but no legislation ensued. Efforts made 
from 1923 to 1931 were equally unsuccessful. 
In 1931, however, a law dealing with corpora­
tions was passed and in this law the Minister 
of Industries was authorized to create the pro­
fession of accounting under certain conditions. 
The effect of the law however, was nil and 
the accountants are now wondering whether 
the present Congress will do anything effect­
ive. The existing law on corporations in 
Colombia calls for an annual audit but the 
audit is conducted by members of the Board 
of Directors and is limited to checking the 
footings and the counting of the cash. Bank 
statements, too, are usually signed by employes 
of the banks even though the banks are under 
the supervision of the Government Bank 
Superintendent.
During the administration of the finances 
of Colombia by the Kemmerer Mission, the 
Society of Accountants was formed but it had 
no examination requirements. It had certain 
experience requirements but it soon died; it 
did not get any support. According to the 
correspondent from Cartagena it would appear 
that the few progressive accountants that are 
located in Colombia are very much interested 
in following the standards set in the United 
States.
Brazil. In Brazil accountancy has not been 
a recognized profession until very recently. 
There were in the past, practicing accountants 
and graduates of accounting schools but these 
people had very little, if any, advantage over 
the thousands of unschooled accountants and 
other commercial employes. In public account­
ing, that is, state, federal and municipal, ac­
countants were chosen because of political 
affiliations rather than for professional ability.
The only association of accountants existing 
in Brazil is the Ordem dos Contadores. This 
is an association of accountancy school gradu­
ates and in its functionings resembles a club 
rather than a professional organization.
The Brazilian government has issued two 
decrees regulating public accounting. The first 
decree of June 30, 1931, organized commercial 
schools and regulated the profession of ac­
countants. The decree of February 8, 1932, 
partly modified the decree of June 30, 1931. 
The main points of these decrees are:
Defining the scope of teaching in the vari­
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ous commercial and government controlled 
schools, and outlining the basis for granting 
diplomas of various kinds as a result of grad­
uating from certain defined courses.
However, the decree of February 8, 1932, 
indicates that no accounting record or docu­
ment prescribed by the commercial law, by the 
law of bankruptcy, or any other laws, shall 
have legal or official value unless such books 
or documents be signed by an accountant, 
bookkeeper, secretary-treasurer, duly registered 
at the Superintendency of Commercial Schools. 
To have legality, these signatures must be by 
those accountants who hold diplomas from 
officially recognized schools and who are reg­
istered with the Superintendency of Commer­
cial Schools. Other than graduates of recog­
nized schools may, however, be registered on 
the basis of certain periods of experience in 
accounting work. This feature corresponds 
with our waiver clause in the State C.P.A. 
laws. The waiver men, however, are not rec­
ognized in connection with strictly govern­
mental work or work concerned with corpora­
tions that are regulated by the law. They are 
free, however, to pursue their profession in 
connection with private enterprises.
Chile. On December 24, your Chairman re­
ceived a communication from Mr. Springer 
indicating that a Mr. Morande was President 
of the Association of Public Accountants in 
Chile and was in a position to inform us as to 
the professional activities in Chile. Your 
Chairman addressed a letter to Mr. Morande 
on December 31, 1931, to which, however, 
he received no reply.
Your Chairman, however, was in communi­
cation with another party in Santiago, Chile, 
and has obtained the following information: 
This information indicates that an association 
of accountants was formed in Chile in 1923 
but that it has had very little influence. How­
ever, in 1927 it seemed to have a partial 
rebirth and in April, 1932, it, with other 
powers, induced the passage of a law creating 
a national registry of accountants which lim­
ited the exercise of the profession to those 
persons on the register. People may be in­
cluded in this national register if they have 
obtained the title of accountant from any gov­
ernment school or any private school legally 
recognized by the government or if they can 
prove that they have done accounting work 
during five years or more in any commercial
or industrial concern or in any of the fiscal 
or municipal departments. Others may be ad­
mitted to the registry who have had three 
years of accounting experience and who have 
passed an examination before a government 
commission. The Association of Accountants 
is at the present time quite inactive and unin- 
fluential.
Educationally, there is only one govern­
ment school that gives courses in commercial 
subjects, and this school grants the degree 
known as "Contador del Estado.” This same 
degree can also be obtained by graduates of 
private schools duly approved by the state by 
passing an examination given by a state com­
mission of examiners.
Peru. A correspondent in Lima, Peru, re­
ports that there is only one association of pub­
lic accountants, namely the Instituto Tecnico 
de Contadores, founded in 1900. This associa­
tion has been quite inactive until recently when 
it showed considerable activity and it is now 
recognized by the government. This associa­
tion has pretentious quarters and has about 
150 members. It puts out a monthly publica­
tion entitled "El Contador.”
One may become a member of this associa­
tion by having worked five years as an ac­
countant. No examination is stipulated. If 
the candidate appears to lack experience, he is 
subjected to certain tests. Even though the 
association has been recognized by the govern­
ment, the profession is not yet legally pro­
tected and anybody may practice accountancy. 
It may be said, however, that the association 
is striving to raise the standards and reputation 
of the profession and to get full legal pro­
tection for it.
Respectfully submitted,
W. B. Castenholz, Chairman.
REPORT OF COMMITTEE ON STATE 
LEGISLATION
The Committee on State Legislation had as 
its major function this year the consideration 
of a revised suggested regulatory law. A six­
teen-page monograph was distributed during 
the year to the members of State Boards and 
officers of State Societies and will be available 
at the annual meeting.
Darby Sere, Chairman.
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REPORT OF COMMITTEE ON RELA­
TIONS WITH STATE ORGANI­
ZATIONS
The activities alloted to the Committee on 
Relations with State Organizations by the by­
laws of The American Society of Certified Pub­
lic Accountants fall into three main classes:
(1) Encouraging the formation of State or­
ganizations of certified public accountants, 
where none have been formed.
(2) Counseling with the officers of State 
organizations as to means for stimulating the 
activities and interest in the meetings of their 
organizations.
(3) Advising with the officers of State or­
ganizations as to the method of establishing 
and maintaining affiliation with The American 
Society.
With regard to the first function, your com­
mittee reports that organizations of certified 
public accountants exist in all states except 
two, and in these two states it appears that 
the number of certified public accountants 
available at present does not warrant the for­
mation of organizations. However efforts are 
being made to interest the certified public ac­
countants in these two states to the extent of 
attending meetings of the organizations in 
neighboring states.
The work of the committee in the past has 
been confined largely to the second function, 
that of devising means for stimulating in­
terest. In line with this practice your commit­
tee during the past year has undertaken the 
specific task of securing greater uniformity of 
practice among the State organizations as to 
the time of electing their respective officers. 
The benefit of this to the State organizations 
should appear from the following recommen­
dation, which was submitted to the various 
State organizations by your committee:
"We respectfully recommend to all State 
societies that careful consideration be given to 
the advisability of the adoption of the follow­
ing dates for the election of society officials 
and the dates for the beginning of fiscal years:
"(1) Fiscal years of State societies should 
begin not earlier than July 1st and not later 
than September 1st of each year.
"(2) Elections of State society officials 
should be held at some date during the months 
of May or June of each year.
” (3) Elections of the officials of chapters 
within the State societies should be held just
prior to the elections of State society officials 
in the respective states.
"The foregoing recommendations are based 
on the following reasons:
”Natural Fiscal Year. The most effective 
work of a State society of accountants can be 
done in the four months, September to De­
cember, inclusive. Little can be done during 
the accountants’ peak season, January to April. 
The year’s work can be rounded out in May 
and June. July and August are generally va­
cation months. Hence a fiscal year beginning 
not earlier than July 1st and not later than 
September 1st will take full advantage of the 
natural seasons of society activity.
”Program Planning. An interim of one or 
two months between the date of election of 
officials and their taking office affords an op­
portunity for planning the work under the 
new administration before it takes over and 
at the same time gives to the old administra­
tion a period in which to round out its work. 
Hence May and June are the logical months 
within which to elect officials.
frSequence of Meetings. Chapter officials 
should be elected sufficiently in advance to en­
able them to attend the annual meetings of the 
State societies. Likewise State society officials 
should be elected sufficiently in advance to 
enable them to attend the annual conventions 
of the national societies. Such attendance 
makes available to them the ideas and stimulus 
to be had in these meetings as an aid in plan­
ning their programs for the following year.
"Uniformity. Greater uniformity of dates 
used by State societies for their fiscal years 
and for the election of officials will facilitate 
greater cooperation between societies, e. g., 
in holding joint meetings or in conducting 
joint programs of activity.”
Quite encouraging response was received as 
to the plan as a whole. Four State organiza­
tions have changed their date of election from 
the fall months to either May or June. At 
least two of these were in direct response to 
the suggestion from your committee. Favor­
able comment was received from a number of 
other states, in no case pointing out a specific 
objection. However, the difficulty of securing 
early adoption of the plan by all State organi­
zations is well summed up in the following 
statement taken from one of the letters re­
ceived :
"Referring to annual meeting dates and the 
question of changing same to May or June of
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cach year, instead of October or November as 
at present, the only objection I can see to this 
is that it is a decided change over past custom. 
From a theoretical standpoint, it is very desir­
able. I expect, however, that you will have 
about as much difficulty in getting the Society 
to make the change as we sometimes have in 
getting our clients to change their annual 
closing dates from the calendar year to the 
natural business year.”
However the movement is quite definitely 
under way. As it now stands, twenty-four 
State organizations hold their annual meetings 
between April 1st and June 30th of each year, 
while twenty-three hold theirs in the fall or 
winter months.
While the plan as a whole was uniformly 
commended, some question was raised as to 
the practical application of the first of the 
three recommendations, i. e., the interval of 
one or two months between election and tak­
ing of office by the new officers. It was quite 
properly pointed out that because of differing 
conditions in the several states this might not 
in all cases be feasible. Your committee con­
siders that it would be proper to vary the plan 
so far as this particular part of it is concerned 
where the conditions in the particular State 
would make it advisable. Uniformity as to 
the annual meeting dates is the major purpose 
of the plan, and as long as this is accom­
plished, the other phases are purely local in 
effect.
The investigation made by your committee 
with regard to affiliation of State organizations 
with The American Society disclosed a wide­
spread misunderstanding of the nature of such 
affiliation. Again quoting from a letter re­
ceived :
"As to converting our Society into a chapter 
of The American Society, frankly I do not take 
well to the suggestion. I do not like the idea 
of subordinating our Society to any other or­
ganization.”
We quite agree with this writer that the 
State organizations should not be subordinated 
to any national organization, but at the same 
time we would point out that the plan for 
affiliation in no way subordinates the State 
organization. On the contrary, it places the 
State organization in the position of having a 
greater part in the activities of the profession 
nationally.
In view of this condition of misunder­
standing, we urge that The American Society
consider the preparation and distribution of a 
memorandum setting forth the purposes and 
nature of affiliation and the method of estab­
lishing the same.
The remainder of this report is devoted to 
suggestions received by your committee, and 
which are passed on for consideration by The 
American Society.
Suggestion that The American Society as­
sist in the organization of regional meetings of 
three or four adjoining states in various sec­
tions of the country. The eleventh annual 
joint meeting of the Oregon and Washington 
Societies was held in June, 1932. Plans for a 
second regional meeting comprising Arkansas, 
Louisiana, Oklahoma and Texas are being 
formed.
Suggestion that some plan for joint col­
lection of dues be worked out between The 
American Society and affiliated State organi­
zations.
Suggestion that The American Society un­
dertake to work out with the American Bell 
Telephone Company a plan whereby the sev­
eral State organizations may insert a uniform 
advertisement in the classified section of the 
telephone directories of the important cities.
Suggestion that the Annual Directory of 
The American Society be so arranged as to 
place together all of the states in each district, 
and to associate for each State the list of the 
members of the State Board, the officers of 
the State organization, the State representatives 
and the members of The American Society 
within the State. Also that by some designa­
tion the affiliated State organizations be indi­
cated as well as the State organization officers 
who are members of The American Society.
Suggestion that The American Society fur­
ther encourage the organization of local chap­
ters of the State organizations, particularly 
where the members of the State organizations 
are somewhat scattered within the State.
Suggestion that a plan be worked out 
whereby an applicant for membership in a 
State organization may indicate on such ap­
plication blank his desire to become a member 
of The American Society, and whereby such 
indication would be certified to The American 
Society by the State secretary in lieu of the 
present form of application for membership.
Suggestion that some plan be worked out 
whereby the elected officers of State organiza 
tions shall become members of The American 
Society by reason of such election, where they
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are not such members at the time of election.
Suggestion that The American Society pre­
pare for the use of State organizations and 
local chapters a booklet of suggested activities 
for such organizations and a series of model 
programs.
Respectfully submitted for the Committee 
on Relations with State Organizations,
Bouldin S. Mothershead, Chairman.
REPORT OF THE COMMITTEE ON 
FEDERAL LEGISLATION
Your Committee on Federal Legislation 
has been primarily concerned with proposed 
bankruptcy legislation and tax revision. No 
formal action was taken with respect to bank­
ruptcy matters because Secretary Durand W. 
Springer, who kept in constant touch with 
the Congressional committees in charge of 
such legislation, advised us that, in view of 
the fact that no such legislation would be 
enacted, the time was not propitious to make 
representations on behalf of our profession.
The membership of The Society, through 
the medium of the official organ, has been 
kept informed currently of the activities of 
your committee with respect to tax revision. 
The issue for February, 1932 (pages 97-100), 
described the appearance of representatives of 
your committee before the Ways and Means 
Committee of the House on January 25, 1932, 
and presented the supplementary brief which 
was filed subsequent to the personal appear­
ance.
As evidence of the high esteem in which 
the disinterested representations of the certi­
fied public accountant are held by Congress 
it is not inappropriate to reiterate the state­
ment which appeared in the April, 1932, issue 
of The Certified Public Accountant 
(pages 196-197) to the effect that it was our 
Society which urged the Ways and Means 
Committee that increased tax rates should not 
be retroactive and that the Committee should 
make early publication of definite tax revision 
conclusions. Within a few days after your 
representatives urged on the Ways and Means 
Committee the wisdom of not recommending 
such retroactive legislation and the desirability 
of apprising the business public of the Com­
mittee’s conclusions at as early a date as pos­
sible, the Chairman of the Ways and Means
Committee announced that the said Commit­
tee was opposed to retroactive legislation. 
This victory is a noteworthy accomplishment 
of The Society and speaks most eloquently for 
its assured position as a well-informed and 
disinterested medium on which Congress may 
rely.
When the bill reached the Senate your 
committee was prepared to appear before the 
Senate Committee personally, but was assured 
through Secretary Springer that no useful 
purpose would be served. In the hectic at­
mosphere in which the Senate Committee 
worked there was no opportunity for scientific 
study of taxation. A memorandum was pre­
pared for the use of the Secretary in his per­
sonal conferences with members of the Com­
mittee.
Your committee realized that the fiscal 
emergency of budget balancing would not 
permit a thoroughgoing revision of the reve­
nue law. In its statement to the House Ways 
and Means Committee it referred to this point 
of view as directly influencing its selection of 
topics for discussion. The final result dis­
closed that your Committee’s prevision was 
unfortunately accurate; the Revenue Act of 
1932 appears to be destined for a short life. 
Your committee therefore anticipates, either 
at the short session, or, more probably, at the 
later long session, that it will again be neces­
sary to make representation of The Society’s 
views on tax revision.
Respectfully submitted,
Joseph J. Klein, Chairman.
COMMITTEE ON PUBLICATION
Following the general agreement by the 
Board of Directors at the Memphis meeting 
to the effect that a change in form of the of­
ficial publication would be wise, your Com­
mittee was consulted by the Secretary, repre­
senting the special committee appointed by the 
Directors with power, and in the general 
change which was effected the Committee on 
Publication acquiesces.
Stephen W. Gilman, Chairman 
William C. Heaton 
Arthur S. Purdy
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REPORT OF COMMITTEE ON CO-OP­
ERATION WITH ROBERT MORRIS 
ASSOCIATES
Your committee has endeavored to do a 
constructive piece of work during the past 
year.
The committee consists of the following: 
Joseph J. Klein, New York City 
J. H. Gilby; Chicago, Illinois
O. V. Wallin, Philadelphia, Pa.
William Dolge, San Francisco, California 
Louis G. Battelle, Dayton, Ohio 
James F. Welch, Paterson, New Jersey 
R. J. LeGardeur, New Orleans, Louisiana 
Frank Wilbur Main, Pittsburgh, Pa., Chm. 
Doctor Joseph J. Klein has served on the 
New York State Society Committee on Co­
operation for some time and has over a period 
of years rendered a very valuable service in 
establishing better relations between Certified 
Public Accountants and the Bankers, particu­
larly in New York State.
Mr. J. H. Gilby has instituted closer coop­
eration in Illinois between the Bankers and the 
Accountants, and during the past year served 
as Chairman of a Committee of the Illinois 
Society of Certified Public Accountants. This 
committee recently held a session with the 
Robert Morris Associates Chicago Chapter and 
answered questions asked.
Mr. O. V. Wallin has for a number of years 
been very active in establishing a better re­
lationship between the Accountants and Bank­
ers in Philadelphia. He has kept in touch 
with Mr. Alexander Wall, Secretary, Robert 
Morris Associates, and has been tireless in cre­
ating a closer relationship between the Ac­
countants and Bankers not only in Philadel­
phia, but elsewhere.
Mr. William Dolge reports most cordial 
relations existing between the Accountants and 
Bankers in his city. Over a period of years he 
has performed a very excellent piece of work 
in establishing a continual better relationship 
between the two groups. Incidentally, San 
Francisco has gone through the depression 
from a banking standpoint in perhaps a better 
way than any other city.
Mr. Louis G. Battelle, both as President 
of the Ohio State Society and as an individual 
member of the said Society, has promoted and 
encouraged over a period of years a better re­
lationship between the Certified Public Ac­
countants of Ohio and the Robert Morris As­
sociates.
Messrs. James F. Welch and Rene J. Le­
Gardeur in their respective communities have 
also for a long period of time promoted better 
relationship between the two groups.
Your Chairman has carried on a correspond­
ence with the presidents of the various State 
Societies in the cities where the Robert Morris 
Associates maintain chapters, and has been 
very much gratified with the tremendous in­
terest which has been displayed throughout 
the country with respect to the establishment 
of an improved relationship with the Robert 
Morris Associates. For a considerable period 
this relationship was largely social and friendly 
but based in the main upon casual personal 
contacts. During the past few years die rela­
tionship has taken a more definite form. At 
joint meetings held in Pittsburgh, Philadel­
phia, New York, Chicago, and elsewhere, care­
fully prepared questions have been presented 
and discussed by representatives of both 
groups.
We have been passing through a most try­
ing and distressing period. During this de­
pression, on the one hand, the business of the 
Certified Public Accountant has fallen off; on 
the other hand, the Bankers have in many cases 
seen their banks close. Where this has not 
taken place large losses have invariably been 
sustained by the banks.
One of the most encouraging signs is that 
at the present time neither the Certified Public 
Accountants nor the Bankers are blaming each 
other as they have in times past. Each group 
is endeavoring to put its own house in order. 
There is no question but that the Certified 
Public Accountants have at times been at fault 
in the wording of their certificates. In some 
cases, and in particular in respect to holding 
companies, Certified Public Accountants have 
been as anxious to protect themselves through 
carefully drawn certificates and through the 
advice of capable corporation lawyers as they 
have in making certain that the vital facts have 
been set forth. On the other hand, the Bank­
ers have with the aid of thoroughly qualified 
corporation lawyers likewise been as anxious 
to protect themselves as to make certain that 
all facts relating to the companies whose se­
curities were being sold were thoroughly set 
out.
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In the case of certificates respecting the 
smaller concerns, the Certified Public Account­
ants in some cases have been prone to accept 
jobs for low fees, without regard to the fact that 
they should have known in advance a proper 
investigation could or would not be made. On 
the other hand, the Bankers have in some cases 
encouraged their customers to seek Account­
ants who would do a quick job at too low a 
rate. Both groups are beginning to realize that 
worth-while services cannot be obtained at 
bargain prices and that in accounting as well 
as in practically everything else, the client usu­
ally gets only what he pays for.
As Certified Public Accountants it is very 
important that we impress upon our fellow- 
members the absolute necessity of more thor­
ough and painstaking work and a broader ac­
ceptance of our own responsibility. At the 
same time we should endeavor to impress upon 
our Banker friends their responsibility in deal­
ing with our members, particularly those who 
are younger and less experienced.
In conclusion, your Committee on Co-op- 
eration believes that at each convention of each 
State Society the program should include a 
discussion by an outstanding Banker of the 
community of a subject covering some phase 
of the relationship between the two groups. 
It would also be very helpful if the Certified 
Public Accountants would encourage the Bank­
ers likewise to invite a representative Certified 
Public Accountant to appear on their program. 
It is only through mutual understanding of 
the two groups that the public can be best 
served.
Frank Wilbur Main, Chairman.
REPORT OF COMMITTEE ON ECO­
NOMIC CONDITIONS
Under date of November 16, the Commit­
tee on Economic Conditions filed with the 
President of the United States a memorandum 
of a plan for the stimulation of business activi­
ties in our country which the Committee 
thought would result in increased employment 
and increased domestic consumption. The re­
port was quite lengthy and copy was filed in 
the Secretary’s office at the date of filing. The 
report was subsequently acknowledged by the 
President of the United States.
The Chairman of the Committee is indebted 
to William T. Sunley, C.P.A., and Gordon 
Buchanan, C.P.A., the other members of the 
Committee, for their labors in preparing this 
memorandum to the President of the United 
States.
Respectfully submitted,
Herman C. J. Peisch, Chairman.
Cooperative Advertising
The United States Chamber of Commerce 
recently issued a little monograph touching 
on eight subjects. From one we quote: 
"Millions of dollars in national newspaper 
advertising are expended annually by trade 
associations in an organized effort to extend 
the markets for the products of their indus­
tries. The Trade Association Department of 
the Chamber of Commerce of the United 
States points out that the amount spent an­
nually by trade associations in cooperative ad­
vertising has multiplied many times in the last 
ten years. Cooperative advertising, both in 
financial outlay and direct results, is now one 
of the important functions of .many trade 
organizations.”
As illustrating this feature applied to ac­
countancy, the Michigan Association of Cer­
tified Public Accountants has been running 
in the Michigan Manufacturer and Financial 
Record, a four-inch, double column ad each 
month. The April ad was as follows:
QUARTERLY AUDITS ARE 
MOST EFFECTIVE 
When your Certified Public Accountant is 
called upon for quarterly examinations of your 
books and records, he maintains in effect a con­
tinuous service that adds greatly to his efficiency 
in safeguarding your business. He is enabled 
promptly to eliminate needless and dangerous ex­
pense, prevent accumulation of costly accounting 
errors, and to detect dishonest methods which 
might, over a longer period, result in serious 
loss. Your accounting routine is carried on 
smoothly and without embarrassing delays. And 
always at call you have a man whose intimate 
knowledge of the state of your business renders 
him competent to advise you wisely and effectively 
in the conduct of your affairs. The cost of quar­
terly audits, as compared with those made an­
nually, is no greater when the benefits in safety 
and efficiency are considered.
Address inquiries to Secretary, Eaton Tower, 
Detroit, Mich.
Michigan Association of 
Certified Public Accountants.
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REPORT OF THE SECRETARY 
To the Officers, Directors, State Representa­
tives and Members of The American 
Society of C.P.A’s:
In presenting a report to the Eleventh An­
nual Meeting of The American Society the 
Secretary desires to express his appreciation 
of the service rendered during the past year 
by staff, officiary and members alike.
It has been a period in which uncertainty in 
all lines of activity has predominated. The 
accountancy profession has been subjected to 
the same difficulties which have confronted 
business concerns from which their clientele 
originates. Business in its various forms has 
found it necessary to change its plans to meet 
these changing conditions. The professional 
accountant has found it just as necessary to 
change his viewpoint.
Businesses have needed professional advice 
to a much greater degree during this fluctuat­
ing, but on the whole downward, trend than 
when boom periods predominated. However, 
in many instances, they have been loath to 
make expenditures for professional advice 
which would in reality have been a wise in­
vestment rather than an expense item, had 
they so chosen. On the other hand, in many 
instances, accountants have not been as careful 
as they should have been to emphasize to 
clients the fact that under changing conditions 
a different type of service than has been for­
merly rendered might be of greater value. Be­
tween the clients’ desire to save money and the 
accountants’ diffidence in presenting new fea­
tures, there has been a service lost to the busi­
ness world in many cases which should have 
been utilized.
Many large failures have developed the fact 
that the independent accountancy practitioner 
has not been utilized by many of these con­
cerns to the extent that he should have been, 
with the result that securities have been traded 
in based on outstanding personalities rather 
than on reports of independent and unbiased 
certified public accountants. These heavy losses 
should result in governmental regulations, 
both Federal and State, under which no securi­
ties may be marketed save after independent 
audit reports have been made as to the basic 
correctness of the financial set-up and at least 
semi-annual, if not quarterly, audits are made 
by independent practitioners and filed with 
the proper governmental agencies having ju­
risdiction over the corporation whose securi­
ties, either stocks or bonds, are being sold.
The American Society, during this year, has 
endeavored, through governmental channels 
and trade association contacts, to give this doc­
trine greater publicity. Some success has been 
had, but in the last analysis the State Societies 
must care for the necessary detailed work.
The office of The American Society has 
maintained throughout the year contact rela­
tionships with the American Bankers Associa­
tion, American Bar Association, National As­
sociation of Credit Men, American Association 
of University Instructors in Accounting, in ad­
dition to contacting with the various Federal 
governmental agencies.
On the whole, State societies have increased 
their efficiency during the year. Some, it is 
true, have become discouraged as the result of 
the small number of certified public account­
ants in their respective states and have les­
sened their activities, which policy is not good 
for the profession as a whole, for the profes­
sion in that State or for the individual mem­
bers thereof. The last group to organize is the 
Hawaii Society of Certified Public Account­
ants, which completed its official organization 
during the summer. Hawaii offers but a pos­
sibility of thirteen members, but they are hop­
ing to so establish the group idea that they 
will be able to absorb those who secure their 
certificates in the future just as rapidly as they 
are eligible.
The work of the various committees has 
been maintained, although not all are able to 
report equal progress. The report of the Com­
mittee on Classification of Accountancy Serv­
ices, presented at the annual meeting last year, 
has probably been utilized more than any other 
report. While the certification part of the 
report has not received as general commenda­
tion in the form in which it was originally 
presented as the classification portion, the 
whole report has stimulated discussion in 
many State societies.
The Service of Examination Questions has 
met with commendation on the part of the 
Boards using it. Some changes have been 
made as the result of suggestions received.
A monograph, largely prepared in the office 
of the Secretary but under the general guid­
ance of the Committee on State Legislation, 
on the subject of Regulatory Legislation, was 
sent out to the various members of State
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Boards and officers of State Societies and is 
being studied in connection with possible 
amendments which may be sought to present 
accountancy laws.
During the year two sets of amendments 
have been presented to the membership and 
adopted. The first group was submitted by 
action of the Board of Directors at its October,
1931, meeting. The second group was sub­
mitted by initiation of members. As a result 
of these amendments The American Society 
has moved another step closer in establishing 
the principle followed by medicine, law, den­
tistry and other professions, that membership 
in a State society is in reality the fundamental 
basis for professional organizations.
For a few years The American Society has 
provided a series of State Society Awards. 
This year practically the same amount of 
money was set aside for the purpose of carry­
ing out a suggestion which it was thought 
would be helpful to the profession at large by 
reason of establishing a closer working re­
lationship between State societies and State 
groups interested in the same problems that 
confront the accountant. On the request of 
State societies, presidents and secretaries of 
State bar associations, State bankers’ associa­
tions and, where established, credit men’s as­
sociations will be furnished the official organ 
of The American Society, with the hope that 
the officiary of the other groups will thereby 
become better acquainted with the attitude of 
the accountancy profession.
Merely for the purpose of making it a mat­
ter of record, it is well to call attention to the 
fact that during the year the form of the of­
ficial organ, The Certified Public Ac­
countant, has been changed. While the 
page size has been reduced, the number of 
pages has been increased, which permitted an 
increase of 10% in reading material. The 
L932 volumes (in two parts) will contain 
practically double the amount of reading ma­
terial which the 1926 volume contained.
The Spring meeting of the Board of Direc­
tors was not held. It was thought that the 
amount of time and expense required for a 
Board meeting could probably be better uti­
lized by the individual members of the Board 
in a more careful study of accounting condi­
tions in their respective districts preparatory to 
the suggestions which would be discussed at 
the annual Fall meeting.
The American Society was represented at
the annual meeting of the Chamber of Com­
merce of the United States by nine of its mem­
bers, Vice-President Ralph W. E. Cole acting 
as Councillor.
We regretfully report the death of the fol­
lowing members during the past year: 
William N. Bartels, Maryland 
Lewis E. Crook, Mississippi 
Mortimer A. Davis, Illinois 
Robert Henry Eaton, Georgia 
Paul R. Goering, Ohio 
K. Werner Heye, New York 
Charles W. Humphrey, Ohio 
William B. King, Washington 
J. Elliott Maddox, Kentucky 
George F. Mansell, Ohio 
James Bingley Moore, Florida 
Harold F. Murphy, New York 
Charles Martin Neubauer, New Jersey 
Mary B. Niles, Pennsylvania 
Frank Samuelson, New Jersey
S. Earl Shook, New York 
George Arthur Smith, Massachusetts 
Harry Mason Smith, New York 
C. Sidney Smyth, Pennsylvania 
James Walton, Pennsylvania 
George F. Wilde, California
As to membership—the year has noted a 
drop from 2,514 to 2,223. While the number 
of new members received was as large as 
usual, financial conditions have increased the 
number of resignations and those who have 
been dropped, so that the net result has for 
the second time in the history of The Ameri­
can Society shown a loss.
Financially The Society has come through 
the year with all bills paid and with a slightly 
larger cash balance than a year ago. Most of 
the net revenue was needed for increased li­
brary and furniture and fixture investments.
The Secretary has not covered as much ter­
ritory this year as he did in each of the pre­
ceding years, his total mileage being only 
20,910. Sickness in the family made it some­
what difficult to take extended trips during the 
last half year. President Miller and former 
President Upleger, however, each made very 
acceptable and highly appreciated extended 
trips, reports concerning which have appeared 
in The Certified Public Accountant, so 
that between the three most of the country has 
been covered.
Respectfully submitted,
D. W. Springer, Secretary.
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EXHIBIT A  
Comparative Balance Sheets as of 
August 31 
The American Society of Certified 
Public Accountants
Assets 1932 1931
Current:
Cash............................ .....$ 326.33 $ 242.16
Imprest ....................... ..... 900.00 900.00
Bills Receivable.......... 30.00 30.00
Prepaid Expense ....... 798.99 895.00
$ 2,055.32 $ 2,067.16
ixed :
Furniture and Fixtures.... *2,625.07 2,914.82
Library ....................... ..... 2,767.10 2,377.88
Capital Stock of Ac­
countants Publishing Co. 4,970.00 4,970.00
$12,417.49 $12,329.86
Expenditures 
Secretary’s Office:
Salary .............................. $ 6,000.00
S ta ff.................................. 5,612.45
Supplies ........................... 284.71
2,027.88
Telephone and Telegraph.. 252.41
Miscellaneous ................. 125.31
Printing ...............................
$14,302.76
2,126.01
Postage ................................ 1,401.43
849.28
Accountants Publishing Co... 8,587.16
Officers & Directors Expense 452.40
Convention Expenses ......... . 429.69
Ins., taxes, bonds, audit, etc... 184.84
Contingent........................... 1,117.77
Miscellaneous....................... 610.98
Net Revenue (Exhibit B)....
%Z0fi62.Z2
584.39
Liabilities and Net Worth
Dues Paid in Advance......... $ 215.00 $ 152.50
Net Worth (Exhibit B )....... 12,202.49 12,177.36
$12,417.49 $12,329.86
♦Cost.............$5,657.34
Depreciation.. 3,032.27
$2,625.07
EXHIBIT B 
Analysis of Surplus 
Fiscal Year Ending August 31, 1932
Balance August 31, 1931..........  $12,177.36
Credit:
Net Revenue (Exhibit C)....$584.39 
Debit:
Reserve for Depreciation..... 463.25
Difference in Prepaid Expense 96.01 25.13
Net Worth Aug. 31, 1932 (Ex. A ) ...... $12,202.49
EXHIBIT C 
Revenue and Expenditures 
Fiscal Year Ending August 31, 1932 
Revenues
Dues:
Advance Payments.......... $ 152.50
Collections .......................  29,182.33
------------ $29,334.83
Fees ...................................... 70.00
Miscellaneous ...... ................  1,241.88
$30,646.71
EXHIBIT D 
Comparative Balance Sheets as at 
August 31 
The Accountants Publishing Company
Assets 1932 1931 
Current:
Cash, Bank.................$ 117.26 $ 168.62
Fixed:
Furniture and Fixtures...  1,000.00 1,000.00
Mailing List...............  4,000.00 4,000.00
$ 5,117.26 $ 5,168.62
Liabilities and Net Worth
Capital Stock.................$ 5,000.00 $ 5,000.00
Surplus........................  117.26 168.62
$ 5,117.26 $ 5,168.62
EXHIBIT E 
Revenues and Expenditures 
Fiscal Year Ending August 31, 1932 
Revenues
Subscriptions and Sales.....$10,120.06
Advertising ................... 2,390.96--------  $12,511.02
Expenditures
Editor ......................... $ 1,500.00
Staff...........................  2,670.00
Printing ....................... 6,966.25
Postage .......................  839.49
Rent ...........................  540.00
Miscellaneous ................  46.64
--------  $12,562.38
Net Loss.............................  $ 51.36
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TREASURER’S REPORT 
To The President and Board of Directors, The 
American Society of Certified Public Ac­
countants.
Gentlemen:
I herewith submit report covering financial 
activities of The American Society of Certified 
Public Accountants for the fiscal year ended 
August 31, 1932.
The attached statement covering Cash Re­
ceipts and Disbursements, from September 1,
1931, to August 31, 1932, in my opinion cor­
rectly reflects the results of the Society’s finan­
cial transactions during the year just closed. 
Respectfully submitted,
Horatio A. Roney,
Treasurer.
The American Society of Certified 
Public Accountants 
Statement of Receipts and Disbursements 
for the Fiscal Year Ended Aug. 31, 1932. 
Cash Balance as per
last Audit Report. $ 242.16
Receipts
From Dues ............$29,397.33
From Fees..............  70.00
From Miscellaneous
Sources................  1,241.88
Total Receipts. . . .  30,709.21
Total to Account For $30,951.37
Disbursements
Secretary's Office:
Secretary’s Salary. .$ 6,000.00
Clerical Expense. . 5,612.45
Office Supplies.. . 284.71
R en t.................... 2,027.88
Telephone and
Telegraph 252.41
Miscellaneous . .. 125.31
$14,302.76
Printing.................. 2,126.01
Postage.................... 1,401.43
Travel .................... 849.28
Accountants Publish­
ing Co.................. 8,587.16
Officers’ and Direc­
tors’ Expense 452.40
Convention Expense. 429.69
Insurance, Taxes,
Bonds, Audits, Etc. 184.84
Contingent.............. 1,117.77
Miscellaneous ........ 610.98
Furniture and Fix­
tures .............. .. 173.50
Library....................  389.22
Total Disbursements 30,625.04
Balance August 31, 1932 $ 326.33
AUDITOR’S REPORT
Washington, D. C., 
September 20, 1932.
Board of Directors,
American Society of Certified Public Account­
ants,
Gentlemen:
At the direction of President Miller the 
regular annual audit of the accounting records 
of The American Society of Certified Public 
Accountants, and The Accountants Publishing 
Company, covering the fiscal year ended Au­
gust 31, 1932, has been conducted.
The result of this audit is displayed in the 
following exhibits and schedules:
American Society of C.P.A’s
Exhibit "A” : Balance Sheet, Comparative 
Form, Fiscal years August 31, 1931-32.
Exhibit ”B” : Analysis of Surplus, August
31, 1932.
Exhibit "C” : Statement of Revenue and Ex­
penditures, Fiscal year ended August 31, 1932.
Exhibit "D” : Statement of Receipts and 
Disbursements, Fiscal year ended August 31, 
1932.
The Accountants Publishing Co.
Exhibit "E”: Balance Sheet, Comparative 
Form, Fiscal years August 31, 1931-32.
Exhibit "F” : Statement of Revenue and Ex­
penditures, Fiscal year ended August 31,1932.
Exhibit "G”; Statement of Receipts and Dis­
bursements, Fiscal year ended Aug. 31, 1932.
Schedule "A-l” : Bank Reconciliation, 
American Society of C.P.A., August 31, 1932.
Schedule "E-l” : Bank Reconciliation, Ac­
countants Publishing Co., August 31, 1932.
I hereby certify that the Exhibits attached 
hereto, lettered A to G inclusive, do, in my 
opinion, set forth the true financial status, 
revenue and expenditures, receipts and dis­
bursement, at and for the dates set forth 
thereon, of both The American Society of 
Certified Public Accountants and its subsidiary 
organization, The Accountants Publishing 
Company.
Respectfully submitted,
C. Vaughan Darby, C.P.A.
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ALABAMA 
The Alabama Society of Certified Public 
Accountants has started the policy of issuing 
bulletins. Bulletin No. 1, dated August 30,
1932, has as its subject "The Certified Public 
Accountant—His Qualifications and His Field 
of Service.”
* * *
COLORADO 
The annual meeting of the Colorado Society 
of Certified Public Accountants was held on 
the evening of September 22, 1932, at the 
Denver Athletic Club, at which time a com­
plimentary dinner was served to the members.
Among the matters of business was the ap­
pointment of delegates to the national con­
ventions: W. D. Morrison to The American 
Society’s annual meeting and Clem W. Collins 
to the American Institute meeting.
The following officers were elected: Presi­
dent, Allen Redeker; Vice-President, W. H. 
Goldberg; Secretary-Treasurer, W. S. Dent; 
Asst. Secretary-Treasurer, F. C. Hendee. Di­
rectors elected for a term of two years were: 
R. B. Easton, Frank M. Holmes, W. M. Trant, 
and D. McE. Watson.
* * *
GEORGIA 
The Atlanta Chapter of the Georgia Society 
of Certified Public Accountants has completed 
and distributed in printed form a program of 
meetings for the 1932-33 season.
All meetings will be held at the Atlanta 
Athletic Club at 6:30 P. M., where dinner 
will be provided at a nominal sum. In addi­
tion to a number of interesting technical ses­
sions, dates have been set aside for joint meet­
ings with the Atlanta Lawyers’ Club, the At­
lanta Chapter of the National Association of 
Credit Men and with the Atlanta Chapter of 
the National Association of Cost Accountants.
* * *
HAWAII
It gives us pleasure to welcome the account­
ants of the Territory of Hawaii into the group 
of officially organized bodies. The Hawaii So­
ciety of Certified Public Accountants was or­
ganized on July 28, 1932, with the following 
officers: President, Ernest R. Cameron; Vice- 
President, John K. Lamberton; Secretary- 
Treasurer, Wilford W. King.
* * *
ILLINOIS
At the annual meeting of the Illinois Society 
of Certified Public Accountants, held on Sep­
tember 13, 1932, the following officers and 
directors were elected: President, Robert E. 
Payne; Vice-President, John P. Dawson; Sec- 
retary-Treasurer, Homer L. Miller. Directors: 
Charles W. Jones, E. B. McGuinn, Hiram T. 
Scovill and George D. Wolf.
* * * 
MASSACHUSETTS
The Massachusetts Society of Certified Pub­
lic Accountants, Inc., held the first meeting 
of the 1932-33 season on Monday, Septem­
ber 26, 1932 at the Parker House, Boston.
The speakers of the evening were State 
Senator Samuel H. Wragg, chairman of the 
committee appointed by the Legislature to in­
vestigate the subject of State and Municipal 
Expenditures, and Alexander Whiteside, Vice- 
President of the Massachusetts Tax Payers As­
sociation.
Chairmen have been appointed to the vari­
ous committees for the year 1932-33 as fol­
lows: Standing Committees. Legislation, J. 
Chester Crandell; Meetings, Raymond D. 
Willard; Publicity, Schuyler Dillon; Educa­
tion, Herbert E. Tucker. Special Committees. 
By-Laws, Walter L. Boyden; Membership, 
Irwin S. Decker; Cooperation with Bankers, 
Stanley G. H. Fitch; Commercial Arbitration, 
James D. Glunts.
* * *
MICHIGAN
The Michigan Association of Certified Pub­
lic Accountants held a meeting on Thursday, 
September 8, 1932, at the Detroit Leland 
Hotel.
About forty members and guests were pres­
ent and took part in a lively discussion on the
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subjects of "Should Appreciated Values be 
Depreciated?” and "What is the Proper 
Method of Presenting Unabsorbed Burden in 
Balance Sheets?” Mervyn B. Walsh acted as 
leader while Professor William A. Paton gave 
an interesting summary.
* * *
MINNESOTA 
The annual meeting of the Minnesota So­
ciety of Certified Public Accountants was held 
in St. Paul on September 27, 1932, at which 
time the following officers were elected: Presi­
dent, Lyle W. Hines; First Vice-President, 
William R. Thompson; Second Vice-President, 
Emil M. Nelsen; Secretary-Treasurer, Albert 
E. Larsen; Trustee, Gaylord S. Davidson.
* * *
OHIO
The secretaries of the various Ohio Society 
Chapters are: Cincinnati, Frederick G. Fiel- 
man; Cleveland, J. H. Sibbison; Columbus, 
Burton B. Mason; Dayton, Chester M. Eastes; 
Toledo, C. H. Wideman.
* * * 
PENNSYLVANIA 
The regular monthly meeting of the 
Philadelphia Chapter of the Pennsylvania In­
stitute of Certified Public Accountants was 
held at the Overbrook Golf Club on Wed­
nesday evening, September 21, 1932, with the 
largest attendance ever had at a regular meet­
ing.
Guests of the evening were Dr. Clyde L. 
King, Secretary of Revenue, Leon D. Metzgar, 
Deputy Secretary of Revenue, and Norman 
Shea, Deputy in Charge of the,office of the 
Department of Revenue for the Philadelphia 
District. Dr. King presented to the meeting 
the history of the Pennsylvania Emergency 
Sales Tax Legislation, explaining the basis of 
the tax, its workability and the costs of its 
collection. In the discussion that followed his 
talk Mr. Metzgar answered many questions re­
garding the working of the tax.
In the afternoon, prior to the meeting, golf 
and tennis tournaments were held. Winners 
of the prizes were: Low Gross, L. F. Brown, 
Low Net, David M. Fillman, Kicker Handi­
cap, Leon D. Metzgar, Tennis Tournament, 
J. F. Lynch.
* * *
WASHINGTON 
The September issue of The C.P.A., bul­
letin of the Spokane Chapter, discusses "Your 
Partner—Uncle Sam” ; "Determining the Sell­
ing Price of a Manufactured Article for the 
Purpose of Taxation Under the Revenue Act 
of 1932” ; "Better Credit Policies Make Bet­
ter Retailers.”
ANNOUNCEMENTS
William H. Ball and John W. Hall, Cetti- 
fied Public Accountants, announce their asso­
ciation for the general practice of public ac­
counting under the firm name of W. H. Ball 
& Co., Certified Public Accountants, 1959 First 
National Bank Building, Detroit, Michigan.
E. P. Adams, C.P.A., announces the removal 
of his offices to 705-6 Wm. Fox Building, 608 
South Hill Street, Los Angeles, California.
Lybrand, Ross Bros, and Montgomery an­
nounce the removal of their Los Angeles of­
fices to 621 South Spring Street, Los Angeles, 
California.
George A. Green, C.P.A., and Morris Seifer, 
C.P.A. and Counselor at Law, announce their 
association as partners for the general practice 
of accountancy under the firm name of Green, 
Seifer & Co., Certified Public Accountants, 
Firemen’s Building, 786 Broad Street, New­
ark, New Jersey.
Leopold Frankel and Esther Strum Frankel, 
attorneys-at-law, announce the formation of 
a partnership to be known as Frankel & 
Frankel, with offices in the Fabian Building, 
45 Church Street, Patterson, New Jersey.
Clifford Yewdall, C.P.A., announces the re­
moval of his offices to room 4005 Empire State 
Building, New York City.
Charles Kramer, C.P.A., formerly of Kramer 
& Eagan, is now practicing the profession on 
his own account in the State-Capitol Building, 
Bergenline Avenue at 48th Street, Union City, 
New Jersey.
Harry B. Mills, C.P.A., announces the open­
ing of offices in the Security First National 
Bank Building, 3902 West Sixth Street, and 
at 411 West Fifth Street, Los Angeles Cali­
fornia.
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Volume II —Year 1923 _ ______ _____ ________ $5.00
Volume III—Year 1924 . . . ...... ................. .............  5.00
Volume IV —January to June, 1925 ........................ .. 3.00
Volume V —July to December, 1925 ........... . 3.00
Volume VI —Year 1926 .................... ....................... 5.00
Volume VII—Year 1927 .............. ...................... 5.00
Volume VIII—Year 1928 ........ . . . . . .........................  5.00
Volume IX —Year 1929 .......... ............................ ..  5.00
Volume X —Year 1930 .......... ..................... .. 5.00
Volume XI —Year 1931 ............................................  5.00
Volume XII—January to June, 1932 ............ . 3.00
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B U R R O U G H S
There are any number of jobs in an accounting depart­
ment that this new Burroughs can handle with greater 
ease, simplicity and economy, owing to its speed and ease 
of operation . . . and its exceptionally low price. In fact, 
many concerns find it both efficient and economical to 
use one of these remarkable machines on each desk.
There are many styles and sizes, with either wide or 
narrow carriage, from which to select a machine exactly 
suited to the type of work for which it is required.
For a demonstration . . .  or for complete information . . .  
telephone the local Burroughs office or write to the 
BURROUGHS ADDING MACHINE COMPANY — DETROIT, MICH.
AND IT  PRINTS A 
CREDIT BALANCE
B u r r o u g h s
T O  S U B T R A C T — Merely set up the 
amount on the keyboard and depress the 
minus motorbar. The amount is instantly 
subtracted, printed and designated by the 
symbol (—).
T O  A D D — Merely set up the amount 
on the keyboard and depress the plus 
motorbar. The amount is instantly added 
and printed.
T O  P R I N T  C R  B A L A N C E — if
the total o f subtracted amounts is greater 
than the total o f added amounts, the 
machine computes and prints the credit 
balance, automatically designating it (CR).
E X C E P T I O N A L L Y  F A S T  
F O R  M U L T I P L I C A T I O N
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H o w  t h i s  t r a i n i n g  
m e e t s  t h e  n e e d s  o f  t h e  i n d i v i d u a l
ONE of the interesting features of the course in Accounting offered 
hy the International Accountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his 
lessons to cover subjects pertainingtoworkinwhichhe ismost interested.
This elective feature enables the student to progress directly to a 
specific goal After attaining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining subjects.
Upon request, we will gladly send our booklet,"How to learn Account- , 
j; ing,” to anyone who is interested in obtaining full information ! \ 
regarding I. A. S. training. Address the International Accountants 
Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
I n t e r n a t i o n a l  
A c c o u n t a n t s  S o c i e t y ,  I n c .
a  Division o f  the
A L E X A N D E R  H A M I L T O N  I N S T I T U T E
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"Three-fourths of the mistakes a man makes are made because he 
does not really know the things he thinks he knows.”
—James Bryce.
T h e  P r e s i d e n t ’ s  P a g e
I n d i a n a p o l i s ^ I n s p i r a t i o n
By Ralph W . E. Cole, C.P.A.
There are times when man wants to be alone. N o keener pleasure can exist 
than solitude with stimulating thought. The tendency, however, is to become 
too self-sufficient.
There are times also when man craves society. He is a gregarious creature 
by nature and development. In times of discouragement and difficulty the 
obviously helpful antidote is association and discussion with others. So it is 
no wonder that, when Indiana invited so cordially, a splendid representative 
group of good fellows gathered to spend a few days together, enjoying a heart­
felt welcome in that atmosphere of hospitality created by the splendid men and 
gracious women of Indiana.
Even Mother Nature joined the reception committee and afforded a taste of 
all kinds of weather, giving us opportunity to use that universal adjective 
"unusual” as applied to an unexpected rain. But this led us to observe that 
there were rivers and lakes, and that the hills were green. The frost had hit 
the hardwoods too, so that there were gloriously beautiful maple trees, and 
birch and aspen and pine, black oaks with leaves aflame, and the sumac whose 
panicles were a riot of color.
The "Riley Room” recalled to our minds memories long thought forgotten, 
"Old Kingrys Mill” ; "Bent-pin Hooks” ; and visions of that "Old Sweetheart 
of Mine.” The Hoosier setting seemed an inspiration to us all.
All my life I have been told that "there is no sentiment in business” ; but I’ve 
always thought there was! Noble and tender thoughts inspire us to new and 
courageous activities. Aside from a most magnificent program, well-planned 
and efficiently developed, just imagine the conversations and the conferences,
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the renewing of acquaintance, and the friendships grown with the contacts of 
the successive years.
I am for these annual meetings with all my heart; they afford us a change 
of scene, rest and relaxation. To us, as a result of the contagion of intellectual 
activity, new thoughts are born. W e develop more character, a perspective and 
increased breadth of vision as we lose our shyness and forget our egotisms, 
obstinacies and conceits in our contacts with "regular fellows.” These men 
are devoting their time to service that helps others. They have already learned 
that helpfulness, not possessions, is really success.
And so we come home again with tastes made finer, enjoyment of life 
keener, range of vision wider— the result of the democracy of our associations. 
True, our ideals are higher— away up on a a hill perhaps—but, it will be a 
keen and bracing exercise trying to live up to them!
May we not hold before us for the whole year the hope that we may attend 
the next "gathering of the clan” in the expectation that we may each of us 
experience the renewing of our own enthusiasm.
C o r p o r a t i o n  R e p o r t s ,  N e w  Y o r k  
S t o c k  E x c h a n g e  L i s t i n g s *
To the Members of
The New York State Society of
Certified Public Accountants
To present to the members a broad picture of the contribution of public accountancy 
to business and industry, some fundamental statistics are being compiled by the Society. 
These will indicate at least in part the scope and the extent of service rendered by members 
of the Society as individuals or by their firms.
The first section of this survey to be undertaken was an examination of the annual 
reports of corporations with stock listed upon the New York Stock Exchange. As com­
pleted from time to time other sections of this survey for basic data will be released in 
a series of reports. Much of the information in this special bulletin will be of real interest 
to our members.
This examination of the 1931 published annual reports submitted to stockholders by 
781 companies with stocks listed on the New York Stock Exchange discloses, among 
other things, that the financial statements contained in 651, or 83%, of these annual 
reports were audited by independent public accountants.
This, it is believed, will demonstrate that increasing recognition is rapidly being 
given to the function of the public accountant, especially in relation to the audit of the 
financial statements of corporations, the securities of which are in the hands of the public. 
The public is coming more and more to look upon this as an effective safeguard. Cor­
porate management is giving willing recognition to the importance of our profession in 
this great field.
By order of the Board of Directors. Arthur. H. Carter, President.
*Under date of October 21, a Special Bulletin was released by the New York State Society 
of Certified Public Accountants which should serve as an impetus to all other State Societies 
to undertake some special investigation having a local value. Following those portions reprinted 
here by permission, a list is given of the 651 companies whose reports were audited by independent 
accountants.
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INTRODUCTION
About thirty years ago a few farsighted executives, independently of one another, 
commenced to abolish secrecy from the management of their companies. They began to 
tell the public the facts. They kept their stockholders and the financial world informed 
as to the developments in the affairs of their companies.
These men sponsored the publication of full and complete annual reports and other 
financial statements periodically; and they had these financial statements of their com­
panies certified by independent accountants to help reinforce the belief of the public 
that the facts were as presented.
Slowly but surely this policy of frankness gained momentum. Since the War especi­
ally, this practice has rapidly become an important feature of corporation management. 
They were pioneers—these leaders of business. - Investors owe a great debt to these men, 
and to those who have followed in their footsteps and so ably carried on their work.
Unfortunately, it would be a too onerous task to establish statistical comparisons of 
conditions today with those of ten, twenty, or thirty years ago. It is believed, however, 
that the statistics disclosed by The New York State Society of Certified Public Account­
ants in this analysis of the 1931 annual reports of corporations whose stocks are listed 
on the New York Stock Exchange, even without comparisons, will emphasize the fact 
that there is an increasing number of companies whose directors and executives have 
adopted the policy of full and frank publicity of their financial affairs resulting in added 
confidence of investors, labor, and the financial world generally.
It has been estimated that more than ten million people in this country are investors 
in stocks, and that the average holding is less than one hundred shares. This estimate 
makes no allowance for the fact that many persons are stockholders in a number of com­
panies and therefore some substantial deduction should be made for duplication.
On the other hand, it must be remembered that investment trusts, fiduciary institu­
tions, and other group investment organizations are investors in stocks and that par­
ticipants in such institutions are in effect stockholders in these corporations—once removed.
Had it been practicable, in this examination of the annual reports by The New 
York State Society of Certified Public Accountants, to compile the number of stockholders 
in the 651 corporations, the financial statement of which are audited by public ac­
countants, doubtless it would have been found that these stockholders constitute a majority 
of the whole ten million investors in this country.
SURVEY OF ANNUAL REPORTS 
The examination made by The New York State Society of Certified Public Account­
ants of the 1931 or latest published annual reports issued to stockholders covered 781 
of the 829 corporations with stock listed on the New York Stock Exchange. Forty-eight 
annual reports of companies whose stocks were listed were not available.
This group of 829 companies, it will be granted, includes not only the representative 
concerns in almost every industry, but also a majority of the world’s largest companies. 
The survey of the published annual reports of these companies, therefore, may be safely 
depended upon to produce a good cross section of corporate practice in the matter of 
financial reports to stockholders.
This analysis of annual reports discloses that the financial statements contained in 
551, or 83%, of the reports analyzed were audited by independent accountants.
Number of companies with stocks listed on the New York Stock Exchange 829 
Number of annual reports examined by The New York State Society of
Certified Public Accountants.............................................  781
Number of companies whose annual reports, if any, were not available... 48 
Number of annual reports indicating that financial statements bore the
certificates of independent accountants..................................  651
Number of annual reports not indicating that financial statements bore the 
certificates of independent accountants..................................  130
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The majority of corporations issue one type of annual report to all stockholders. 
Some companies at the close of their fiscal year issue to stockholders a preliminary state­
ment as to the year’s results, pending the compilation and mailing of the usual annual 
report. A few companies issue a summary informing the stockholders that the complete 
report will be mailed upon request.
In this survey, the available published documents examined in the case of 781 com­
panies, of course, included some reports of the preliminary or summarized type. In the 
case of 130 companies tjhere was nothing in their published reports examined to indicate 
that the financial statements had been audited by independent accountants. It is altogether 
possible that in some cases, the financial statements contained in the complete annual 
reports may have, been audited by independent accountants although no reference was 
made to the audit in the published preliminary or summarized report.
Of the 651 annual reports, the financial statements in which were audited by inde­
pendent accountants, it is significant that in 570 cases both balance sheet and income 
account were the subject of the certificates. In 69 cases the certificate referred only to the 
balance sheet.
Summary
Number of annual reports indicating that financial statements bore the
certificate of independent accountants..................................  651
Balance sheet and income account subject of certificates..................  570
Balance sheet only subject of certificates.................................... 69
Other types of certification................................................. 12
Analysis was made of the manner in which the certificate of audit by the independ­
ent accountants was displayed in 651 annual reports. Of this number 279, or approxi­
mately 43%, of the companies placed special emphasis upon the independent audits by 
displaying the certificate of the accountants as a full page in the report. There were 313 
companies which published the certificate as part of the financial statements. The remain­
ing 59 companies displayed the certificate as a part of a page along with other matter, or 
merely mentioned it in some part of the report.
Summary
Certificate displayed on a full page.........................................  279
Certificate shown at foot of financial statements..........................  313
Certificate otherwise shown or referred to in the report.................. 59
Of the 651 annual reports, the financial statements in which bore the certificates of 
independent accountants, it was definitely ascertained that the statements contained in 
609, or 94%, of these reports were audited by individuals or firms practicing as certified 
public accountants, or by firms of public accountants whose membership includes certified 
public accountants. (See note.)
Summary
Number of annual reports indicating that financial statements bore the
certificates of independent accountants.................................................. 651
Number of annual reports indicating that financial statements bore the 
certificates of certified public accountants (See note)............................ 609
Note : In this survey, the designation certified public accountant refers to certified public ac­
countants of any State authorized by law to practice as such. The classification of certified public 
accountants includes individuals and firms authorized to practice as certified public accountants, 
and firms, one or more of whose members are certified public accountants. It is significant that 
such a high percentage of the independent audits, referred to in the reports examined, were made 
by certified public accountants, who have met the legal requirements as to citizenship, and have 
met high standards as to character, preliminary and professional education, and practical exper­
ience, and who are subject to discipline under the laws of the various states.
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The certificates of accountants displayed in a large number of annual reports were 
exemplary in every respect. The certificate of audit in some reports indicated that the 
examination had been limited, due, no doubt, to restriction as to the scope of the in­
dependent accountant’s engagement. The scope of the accountant’s examination is not 
prescribed by stock exchange regulation or by law, but rests entirely upon the terms of 
the contract between the accountant and the corporation. The survey indicates that 
gradually, but surely an unrestricted independent audit of the financial statements which 
are the subject matter of the annual report is becoming the prevailing practice, and this 
is best for all concerned—investor, management, labor, and the financial world generally.
SUMMARY OF SURVEY
Number of companies with stocks listed on the New York Stock Exchange 829 
Number of annual reports examined by The New York State Society of
Certified Public Accountants.............................................  781
Number of annual reports indicating that financial statements bore the
certificates of independent accountants.................................... 651
Number of annual reports indicating that financial statements bore the
certificates of certified public accountants (See note) . .................  609
Number of annual reports not indicating that financial statements bore
the certificates of independent accountants..............................  130
The certificates of audit were displayed or referred to in the 651 reports 
as follows:
Certificate displayed on a full page......................................  279
Certificate shown at foot of financial statements......................... 313
Certificate otherwise shown or referred to in the report................  59
Scope of the certificates:
Balance sheet and income account subject of certificate................  570
Balance sheet only subject of certificate.................................  69
Other types of certification............................................... 12
IF
"If you can see what some folk call 'depres­
sion’
As nothing but a spin of Fortune’s wheel;
If you can keep your poise and self-pos­
session
No matter what you think or how you 
feel;
If you can view a stupid situation
All cluttered up with 'ifs’ and 'aws’ and 
'buts’
And take it at its proper valuation—
A challenge to your common sense and 
'guts’;
If you can rise above the mess and muddle,
If you can glimpse a rainbow through the 
clouds
When Doubt and Dread and Fear are in a 
huddle
And hope is being measured for a shroud;
If you can keep a saving sense of humor 
For stories that are slightly inexact;
If you can disregard Report and Rumor 
And not accept a statement as a fact;
If you can spread the gospel of successes,
If you can stir the spirit that instills
The latent life in lathes and looms and 
presses
And lift the stream above a thousand 
mills;
If, briefly, you can spend an extra dollar;
If you can pry the sacred Roll apart
And buy another shirt or shoe or collar 
And act as if it didn’t break your heart;
If you have faith in those with whom you 
labor,
And trust in those with whom you make 
a trade;
If you believe in friend and next door 
neighbor
And heed examples pioneers have made;
If you expect the sun to rise tomorrow;
If you are sure that somewhere skies are 
blue—
Wake up and pack away the futile sorrow
For better days are largely up to YOU!” 
Author Unknown.
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C o o p e r a t i o n  N e e d e d  t o  R e d u c e  P u b l i c  
E x p e n d i t u r e s *
By George W. Rossetter, C.P.A., Chicago, 111.
W 7 E  can waive preliminaries and get right 
to the heart of our subject by accepting 
at the outset certain fundamental principles 
that have become firmly established in the 
public mind:
1. To maintain national credit, preserve the 
integrity of the dollar, and reestablish 
confidence at home and abroad, we must 
put an end to treasury deficits and oper­
ate on a balanced budget.
2. We must not—and indeed we can not 
—balance the budget by adding further 
to the crushing burden of taxation. Our 
citizens are already taxed to the breaking 
point and must have relief—not heavier 
loads.
3. It is therefore mandatory upon those who 
control public expenditures that govern­
ment costs be cut—not to make a show­
ing, but to accomplish real retrenchment 
—not as a gesture, but as a constructive 
and determined measure of national econ­
omy bringing the vast total of govern­
ment spending within its revenue and 
within the ability of our citizens to pay.
These principles are so simple, the reason­
ing so direct, that I believe we may dispense 
with argument and accept them as self-evident 
truths.
Earlier in the year when, as a nation, we 
engaged in the annual undertaking of "cut­
ting our financial cloth,” the Federal Govern­
ment found itself in this kind of situation: 
Visible income, something over 2 billions; 
contemplated expenditures, 5 or 6 billions.
Now as accountants we can understand that 
this is a highly untenable position. Temporize 
with it and just one thing can happen—a 
whale of a deficit.
Until comparatively recently we hardly knew 
that there were such things as deficits. They 
were mentioned sometimes in gloomy prophe­
cies—when conservative administrators were 
trying to ward off treasury raids—but some­
*An address delivered at the Annual Meeting of 
The American Society of Certified Public Ac­
countants, Hotel Claypool, Indianapolis, Indiana.
how at the end of the fiscal year we always 
came out on the right side of the ledger. And 
we had a feeling that we always would.
The war left us with a national debt of 26 
billions. That is a lot of money. But we 
tackled confidently the job of getting out of 
debt and in ten years erased 10 billions—a 
billion a year.
In June, 1930—a little more than two years 
ago—the national debt stood at 16 billion 
dollars. It looked as though we were getting 
out of the woods.
Then came the upheaval—in 1931, a deficit 
of 902 millions; in 1932, a deficit of 2 bil­
lion 885 millions. On June 30th last, the 
national debt had risen to 19 billions and 
more; today it exceeds 20 billions—still go­
ing up.
The convenient explanation of all strange 
phenomena, nowadays, is the depression. The 
depression explains what happened to our na­
tional finances. But it is not quite so simple 
as that.
For some years after our recovery from the 
orgy of war spending, government costs were 
brought down while revenues were happily 
disposed to stay up. Then came what some 
people call the secondary inflation, and spend­
ing increased in popularity. It cost more to 
do things and there were more things we 
wanted to do.
It is always that way when human nature 
takes its course. Nor is that a peculiarity of 
our national government. Villages, towns, 
cities, counties, states, are also given to gen­
erous spending.
In 1890 the best that all our tax-spending 
institutions could do was 855 millions. In
1932 the expenditures of these same groups 
(local, state, national) topped 15 billions. In 
forty years, while population was doubling, 
government costs increased seventeen times. 
That just goes to show what a little encour­
agement will do.
So it was with federal finances, and shortly 
after the trend of expenditures turned upward 
(some five years ago) the trend of public rev­
enues turned downward.
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Thus it happened that while costs were 
climbing over 5 billions, income went into 
reverse—like this: In 1930 receipts were 4 
billion 100 millions; in 1931 3 billion 300 
millions; in 1932 2 billion 100 millions. And 
that is where we were when Congress in its 
recent session strove to find ways and means 
to bridge the gap.
What did Congress do ? Of course, it looked 
for additional revenue, devised new taxes, in­
creased old ones. But just as there is a limit 
to the taxpayers’ ability to pay, there is a limit 
to the tax collectors’ ability to collect.
The great opportunity of the last Congress 
—and it will continue to be the opportunity 
of future Congresses—was not in the direction 
of more taxes, but of less spending. The 
sound, the constructive, the unavoidable thing 
to do was to cut expenditures. Individuals 
have had to do it. Business institutions have 
had to do it. Government has to do it. Eco­
nomics are the same in Washington as where 
you and I come from.
It was at this stage of proceedings—sensing 
a real crisis—that the National Organization to 
Reduce Public Expenditures, giving expres­
sion to an almost spontaneous outburst of 
public opinion, urged the necessity of real 
retrenchment. A reduction of at least 750 mil­
lions in the ordinary expenditures of govern­
ment was our concrete recommendation. And 
although our information was limited and the 
need for action urgent, developments have in­
dicated that we were not extravagant in our 
proposals—that we understated rather than 
overstated the case.
Appropriations monopolized the considera­
tion of Congress. Not in years have items in 
the budget been the subject of so much legis­
lative discussion. After much debating and 
some oratory Congress completed its task, 
made direct appropriations totalling 4 billions, 
made indirect appropriations of another $1,-
800,000,000, adopted an economy measure 
expected to save $150,000,000 of what it had 
appropriated, and adjourned, well satisfied 
with its accomplishments.
Expenditures for 1932 were roughly 5 bil­
lions. Appropriations for 1933 were approxi­
mately 4 billions. From these figures it might 
be assumed—and many have, in fact, assumed 
—that Congress effected far-reaching econo­
mies and saved 1 billion dollars.
But before comparing the 4 billions appro­
priated with the 5 billions previously spent,
there must be deducted from the larger figure 
the following non-recurring, repayable items, 
which can not by any interpretation be consid­
ered "ordinary expenditures of government” :
Reconstruction Finance............$500,000,000
Federal Farm Board..................  136,238,855
Federal Land Banks..................  125,000,000
Seed Loans................................ 22,000,000
$783,238,855
A further deduction of $132,500,000, rep­
resenting estimated increase in postal revenue, 
must be made. Increase in postage rates is not 
a saving; moreover, the appropriate basis of 
comparison would be gross costs, rather than 
net costs of the Post Office Department.
Comparing 4 billion 36 millions (to be 
more exact), not with 5 billions, but with 4 
billion 90 millions, the saving dwindles to 54 
millions of dollars.
This does not take credit for the benefits of 
the Economy Act. Nor does it make allowance 
for deficiency appropriations which seem in­
evitable. So this further adjustment is in 
order:
Estimated savings of Economy
Act ........................................ $150,000,000
Less probable deficiency appro­
priations ................................ 100,000,000
Add to savings effected........$ 50,000,000
Which brings total economies to 104 mil­
lions of dollars.
There were, in fact, commendable econo­
mies in the appropriations of regular depart­
ments. These were trimmed by the Bureau of 
the Budget, again by Appropriations Commit­
tees, and were further subjected to the trim­
ming processes of the Economy Act. If things 
had stopped at that point we would have come 
much nearer balancing the budget. But these 
reductions were largely offset by the Emergency 
Relief and Construction Act passed in the clos­
ing days of the session appropriating 322 mil­
lions for roads, public works, and kindred en­
terprises. We have, on one hand—
Savings effected in ordinary ex­
penditures .............................. 426 millions
Erased by emergency construction
projects..................................322 millions
Result, a net saving of................104 millions
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Which balances with the figure I gave you 
a moment ago.
In addition to appropriations totalling $4,- 
036,192,479, Congress made available for the 
Reconstruction Finance Corporation another 
$1,800,000,000. Ordinarily such an item 
would have been added to the total of appro­
priations. But Congress was dealing with size­
able figures, and on the theory that this supple­
mental amount represents an extension of 
credit and will ultimately be repaid, it will be 
handled as a treasury operation. As such, it 
will none-the-less add to government obliga­
tions. And experience has shown that some­
times revolving funds do not revolve!
That brings us to the question, what have 
we a right to expect in permanent reduction 
of normal expenditures of the federal govern­
ment ?
The National Organization to Reduce Pub­
lic Expenditures has said a minimum of 750 
million dollars.
Other organizations have named amounts 
from 500 to 800 millions. Individual critics 
of reputation and experience have declared for 
economies in excess of 1 billion dollars. And 
a compilation of such suggestions, drawn from 
all these sources, runs as high as $1,500,000,-
0 0 0 .
It must be borne in mind that of the 4 bil­
lion total representing the "normal” level of 
the past three or four years, certain substantial 
items are irreducible and others have come to 
be regarded in much the same light.
The President pointed out that of the bud­
get estimates for 1933 "$1,285,000,000 is rep­
resented by permanent definite and indefinite 
appropriations which by law are automatically 
made each year without further action by the 
Congress. . . .  In addition to this sum of $1,-
285,000,000 of permanent definite and in­
definite appropriations there are other expendi­
tures of the nature of fixed charges amounting 
to approximately $1,000,000,000 for which 
annual estimates of appropriations must be 
submitted.
Approaching the situation from a slightly 
different angle more than $1,100,000,000 is 
represented by interest and sinking fund re­
quirements ; approximately- another 1 billion 
dollars goes to the Veterans’ Administration; 
and the better part of a third billion (800 mil­
lions or more) is appropriated for the War 
and Navy Departments. That accounts for the 
major part of our national budget. The com­
paratively modest remainder represents general 
activities and expenditures of government.
But there is plenty of opportunity for the 
exercise of national economy. It is true that 
interest is an irreducible item, but few other 
items are irreducible. Comparisons with the 
lower averages of 1925-1926-1927 reveal op­
portunities for a return to a more stable basis 
of costs. It is a fair question why, in fact, we 
can not get back to the pre-war levels of 1914 
when 735 millions was spent for all purposes 
—making, of course, such additions as would 
be required to meet costs inherited from the 
war.
The reduction in ordinary costs of govern­
ment proposed by the National Organization 
to Reduce Public Expenditures is a reasonable 
figure, based on practical rather than theoreti­
cal possibilities.
To get "back on the track” of normal re­
trenchment from which we were diverted, first 
by the excesses, and then by the costly reac­
tions of the period of inflation, would bring us 
to a current budget total of $3,250,000,000.
This sum is less by $750,000,000 than the 
4 billions (approximately) that represents the 
level of expenditures, exclusive of extraordi­
nary items, reached during the past three years.
Without attempting to be specific—for I 
am not in favor of amateur budget making— 
and dealing with principles rather than with 
detailed functions and activities, the proposed 
economies can be accomplished :
1. Primarily by getting back to essentials, to 
the pre-inflation processes of govern­
ment, to the functions which proved ad­
equate to the operation of departments 
before we were led astray by ambitious 
and costly proposals for extending the 
influence of the Federal Government.
2. By abolishing paternalism, combating the 
growing tendency of government to pro­
ject itself into the affairs of the private 
citizen.
3. By putting an end to government com­
petition with private business. It is bur­
densome enough to tax the citizen for 
the support of government enterprises, 
but when these enterprises strike back at 
the taxpayer, competing with him in 
business, reducing his ability to pay the 
tax (if, indeed, he is not put out of busi­
ness altogether), the damage inflicted is 
so much the greater, not to speak of the 
injustices of such procedure.
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4. By permitting less government regula­
tion, particularly of the sort that costs 
much and gets nowhere.
5. By cutting out the superfluities of gov­
ernment—superfluous investigations, su­
perfluous reports, superfluous printing, 
superfluous mailings.
6. By restricting the system of federal aid 
which, f rom small beginnings, has 
reached a total of expenditures now ex­
ceeding 300 millions annually. Such an 
extension of the principle of federal co­
operation in State enterprises is question­
able as to policy; it embarrasses the 
Federal Government and threatens to 
bankrupt the states.
7. By suspending subsidies and making 
services self-suporting. This applies to 
research activities of benefit to particular 
groups. It also applies to the postal 
service which will return a deficit—even 
with increased rates of postage—esti­
mated at 80 millions. This deficit should 
be cut, not by further increase in rates 
(unless to equalize disparities that may 
exist) but by retrenchment from within.
8. By limiting veterans’ aid to service-con­
nected disabilities. I can suggest this as 
an ex-service man. My sympathies are 
with the ex-service men. I want to see 
full measure of justice given all who 
suffered injury while defending their 
country—and to their dependents. But 
there is again need to defend the nation 
and it is clear that substantial reductions 
can be made in the billion dollar total 
now disbursed through the Veterans’ 
Administration, and still do full justice 
to every man entitled to relief.
9. By confining construction to enterprises 
that are essential and consistent with the 
definite policy of living within our 
means, governing the progress of pro­
jects requiring some years to complete, 
so that annual requirements may not 
exceed available revenue.
10. And finally by substituting for the tem­
porary economies proposed in the Econ­
omy Act, permanent savings based on ap­
propriate salary adjustments and reduc­
tion in personnel. Business principles 
demand a necessary job for every federal 
employe. Reorganization of departments 
and commissions, consolidation of bu­
reaus, limitation of functions—these also
provide opportunity for permanent econ­
omies through administrative and con­
gressional action.
It is a pleasure to discuss the subject of na­
tional economy with members of my own pro­
fession. This discussion can not get away from 
facts and figures. You and I have no desire to 
get away from them.
Moreover, the principles involved are prin­
ciples with which we feel very much at home.
You know what it means when income de­
clines and costs stay up.
You know how growing deficits, in a few 
brief months, can dissipate the benefits of ac­
cumulated surpluses painfully accomplished by 
years of careful administration.
And I can say to you as a simple fact, and 
not as the statement of an alarmist, that we 
have but one of two courses to take. One 
leads to a program of national economy—the 
other to bankruptcy.
Even accountants may suffer the ill-effects of 
an over-dose of statistics. I have tried to be 
sparing in that regard. But I have also come 
prepared with some figure-less facts that have 
struck me as pertinent and pointed, which I 
now offer as an antidote:
History shows that for every new source of 
tax revenue, new forms of tax-spending 
are speedily discovered. That is what 
happened with the Federal income tax.
Most people are for economy as long as it 
doesn’t hit expenditures in which they are 
selfishly interested. Economy is a good 
thing for the other fellow.
A Congressman too often is known back 
home, not for what he can give in service 
but for what he can get from the Federal 
Treasury for his own community.
Adversity has its compensations. We have 
had three years of hard schooling. But 
if we have learned the value of the tax­
payers’ dollar, the tuition may be a good 
investment.
We have got to forget about vast resources, 
limitless possibilities for expansion, the 
surfaces we have only scratched. We have 
got to remember that every dollar spent, 
somebody has to pay; and that a dollar 
saved is a dollar earned.
We must see to it that in balancing the 
budget we do not unbalance the taxpayer.
Cutting government costs is not a matter of 
choice, but of necessity. We can talk 
(Continued on page 672)
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T h e  M o u n t i n g  C o s t s  o f  L i t i g a t i o n *
By Reynold E. Blight, C.P.A., Los Angeles, California,
Former State Franchise Tax Commissioner
TT is with considerable trepidation and dif-
fidence I come before you today. Is it not 
something of an impertinence for a layman to 
stand before a convention of lawyers and in­
dulge in what might very easily be construed 
as a criticism of their profession? No matter 
how tactfully worded the criticism may be, it 
requires a certain audacity to essay such a role.
I hope my temerity may be overlooked in view 
of the seriousness of the subject under discus­
sion, the facts that are presented and the 
speaker’s personal disinterestedness.
Business men today look with deepening 
apprehension upon two dangers that menace 
them. One is the pyramiding of taxes and the 
other is the mounting costs of litigation. The 
Hon. Rolland A. Vandegrift, State director of 
finance, recently asserted: "The rising tide of 
taxes threatens, if not controlled, to engulf 
our very principles of government.” Without 
exaggeration he might have gone further and 
declared that the rising tide of taxation threat­
ens to inundate business also. The total cost 
of government, federal, State and local, has 
been estimated, and this is said to be a con­
servative estimate, at between $15,000,000,000 
and $20,000,000,000 annually. In the last 
fifteen years the national income has increased 
135%, but our expenditures for government 
have increased over 300%.
But we are concerned here today with the 
second peril that is causing business men grave 
concern—the mounting costs of litigation.
Statistics show that in all parts of the coun­
try an appalling flood of litigation threatens 
not only to swamp the courts but overwhelm 
business also. Just to illustrate: in 1929, 39,- 
064 civil cases were filed in the courts of Los 
Angeles County. In 1930, 48,195 civil actions 
were filed. An increase of 24% in one year! 
Let us admit at once that conditions are worse 
in Los Angeles than in any other section of 
the nation; let us confess that we are a natur­
ally litigious community, unhappily data from 
other communities indicate that generally the
*An address before the Annual Convention, State 
Bar Association, Del Monte, California.
situation is bad and becoming worse. Some­
thing must be done and right quickly.
I propose to treat the subject of costs in a 
broad way and discuss, not only the actual tax- 
cost of the courts, but the losses imposed upon 
the citizenship by reason of inefficient meth­
ods, cumbersome and unbusinesslike proce­
dures, time-wasting court proceedings, endless 
continuances, inexcusable delays, meaningless 
technicalities, and interminable red tape that 
make our legal system not only costly, but be­
wildering to the layman, and exasperating, 
and tend to defeat justice and make an equita­
ble adjudication of legal disputes exceedingly 
difficult.
It is very appropriate that this subject should 
occupy a large place in the program of this 
convention. The problem touches your profes­
sion more closely that it does any other social 
or professional group. You have it in your 
power to remedy these evils, to correct what is 
rapidly becoming an intolerable situation.
Then again, upon you is laid the obligation 
of noblesse oblige. Professor Edson R. Sun­
derland, of the University of Michigan, once 
said: "No other group occupies a position in 
the social structure of such potential power as 
the legal profession, for it controls the opera­
tion of the laws to which all groups are sub­
ject. The physician deals with a single social 
group, the physically unwell; the clergyman 
deals with the communicants of the church; 
the banker deals with those who employ 
credit; the teacher with those who wish to ac­
quire wisdom. But the lawyer holds in His 
hand the world destinies of all.” To you, 
gentlemen and ladies of the bar, do business 
men look to lead us out of this wilderness in 
which we are becoming lost in jungle dark­
ness.
The time for vigorous action has arrived. 
The Judicial Council of Massachusetts in its 
sixth annual report, after referring to the con­
gestion in the courts of that State: "The con­
dition, which appears to have become chronic 
. . . raises the problem which must be faced 
sooner or later, whether the public will toler­
ate a system which postpones for two or three
1932 THE CERTIFIED PUBLIC ACCOUNTANT 651
years the chance to recover damages, which 
the law was passed to secure, with the prob­
ability that this delay will increase as cases 
continue to accumulate. Such delay in the op­
portunity to secure payment or settlement of 
present claims not only causes hardship and 
practical denial of justice to such persons, but 
it affects the life of the community in many 
other ways.”
The National Economic League, an organi­
zation of outstanding business and profes­
sional men throughout the country, took a 
referendum of its members to determine what 
was the public question of paramount import­
ance now before the people, and by an over­
whelming vote the membership asserted that 
the paramount question, outstripping all 
others in importance and significance, was "the 
administration of justice.”
The Los Angeles Times in a forceful edi­
torial declared: "Civil justice is so slow and 
so expensive as to be a continuing reproach to 
our civilization.”
President Hoover, in announcing the for­
mation of his commission on law observance 
and enforcement, said: "We are facing a sub­
sidence of our foundations,” and Gerald W. 
Johnson in an article in the World’s Work 
(December 1930) asserts: "The whole struc­
ture (of the administration of law), under the 
strains to which it has been subjected within 
the past generation, is beginning to crack and 
groan in terrifying fashion.”
One of the most significant movements of 
the present time is the establishment of the 
institute of law of the Johns Hopkins Uni­
versity which promises to subject our whole 
legal system to ruthless scrutiny. The research 
already accomplished by this institute in New 
York State has produced some startling and 
illuminating information. (See Review of Re­
views, May, 1931.)
Albert Shaw, in the Review of Reviews 
(May, 1931), in reviewing the work of the 
institute of law of the Johns Hopkins Uni­
versity, asserts: "Everyone knows that the laws 
should be a good deal overhauled. But the 
judges know that the court system itself needs 
rebuilding from top to bottom. It is freely ad­
mitted that what we call 'the administration 
of justice’—that is to say, the way of doing 
business in the courts — is in a lamentable 
state.”
Just one more quotation. The executive
committee of the Chamber of Commerce of 
the State of New York in a report to the 
annual meeting held May 1, 1930, stated: 
"The administration of justice in our courts 
has long been a subject of criticism. We be­
lieve that it is time for business associations 
and other organizations of laymen to awaken 
to and assume their own responsibility in this 
matter.” Added significance is given to this 
report, which was unanimously adopted, by the 
fact that lawyers are denied membership in the 
Chamber of Commerce of the State of New 
York.
These quotations, which might be amplified 
many times, are not merely straws to point the 
direction of a wind, they are danger signals 
that give warning of approaching storm. 
American business is getting ready to take ag­
gressive measures to correct an intolerable con­
dition. Governor Roosevelt of New York has 
appointed a commission to make a compre­
hensive survey of the court procedures of that 
State and make recommendations for their 
complete revision, in the interest of simplicity, 
uniformity and efficient dispatch of business.
Let us analyze the situation in a little more 
detail.
Direct Taxation
The first item of litigation costs is the direct 
tax upon the people for the support of the 
courts. Comprehensive costs are not available, 
but the fragmentary information at hand indi­
cates that these costs are enormous.
The expense of maintaining the courts of 
New York City approximate seventeen mil­
lions a year. When the Superior Court of Cali­
fornia was created by the adoption of the 
Constitution of 1879 there were 70 superior 
court judges, today there are approximately 
200 superior court judges, 60 judges of the 
municipal courts, "with many justices of the 
peace throughout the State with increased 
jurisdiction, in townships having a population 
of thirty thousand or more, almost equal with 
some exceptions to the jurisdiction of the origi­
nal superior court.”
In the California State budget of 1923-5 the 
judicial functions of the State carried appro­
priations of $1,348,831. The current biennial 
budget carries appropriations of amounting to 
$2,223,295. An increase in eight years of 
over 65%.
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The court expenditures of Los Angeles 
County in 1920 amounted to $321,760. In
1930 they totalled $1,225,624. An increase in 
ten years of 281%.
This present year (1931) new courts have 
been added to the judicial system of Los 
Angeles County, and it is estimated that these 
new courts represent an additional annual tax 
burden of at least a quarter of a million dol­
lars.
Your business man, out of whose profits 
must come the taxes to pay for all these courts, 
looks upon this rapid expansion of the judicial 
system with alarm. As I have already pointed 
out, American business is staggering under a 
crushing burden of taxation. There is a limit 
to what it can stand.
Nor is California alone in this predicament. 
The Chamber of Commerce of the State of 
New York in the report to which reference 
has already been made (May 1, 1930) states: 
"The cost of operating the supreme court for 
New York County probably approaches, if it 
does not exceed, $2,500,000. The salaries of 
the judges alone are approximately $1,000,- 
000. ”
So, you see, the whole country is suffering 
from the prevailing conditions.
Court Costs
When the business man is forced to appeal 
to the courts he is immediately faced with the 
necessity of meeting heavy court costs of vari­
ous kinds. The institute of law of Johns Hop­
kins University this summer (July, 1931) re­
leased the results of its study of civil justice 
in New York. The report asserts that approxi­
mately 70 cents of every dollar awarded in 
judgments in civil cases in that city go to pay 
the costs of the litigants. An analysis of 527 
cases developed that the plaintiff paid an aver­
age of $67 to collect $201, while the defend­
ants spent $73.33 defending the lost suits. As 
a result, the total cost to the litigants of col­
lecting each average of $201 through civil 
action was $140.33.
A large proportion of all civil cases are 
finally lost, from the litigant’s point of view, 
because the judgment is never collected. In 
the supreme court of New York County in 
1930, out of 4,279 judgment entries ex­
amined, only 733, or 17.13%, had been 
marked "satisfied in whole or in part” by the
end of the year. Out of 6,427 judgments en­
tered in the city court only 573, or 8.91%, had 
been so marked.
After a case has been fought through to a 
verdict and judgment entered, the winner's 
chances of collecting that judgment are some­
thing like one in six.
No accurate data of a similar character are 
available for California, but there is no reason 
for believing that results are substantially dif­
ferent here.
There can be no doubt that court costs con­
stitute a heavy burden upon the litigants.
Attorney’s Fees
I now come to a phase of my subject upon 
which I must touch lightly and with diplo­
macy: attorney’s fees, yet no discussion of the 
mounting costs of litigation would be com­
plete that did not at least mention that item 
of the profit and loss account called "legal ex­
penses,” and consisting largely of fees to law­
yers. Please understand me—I do not wish to 
appear as a critic of attorney’s fees,—I believe 
they should be substantial—I am simply call­
ing attention to the fact that this is part of the 
cost of litigation as borne by business.
As long ago as 1753 Smollett satirized the 
piling up costs against a client. "He found 
he had incurred the penalty of three shillings 
and fourpence for every time he had chanced 
to meet the conscientious attorney, either in 
the park, the coffee house or the street, pro­
vided they had exchanged the common saluta­
tions, and he had just reason to believe, the 
solicitor had often thrown himself in his way, 
with a view to swell this item of his account.” 
Of course, this is an eighteenth century jest 
and of interest as showing a quaint custom of 
the profession in that far-off time. In this day 
be.
of professional ethics, such things could not 
A century ago a contributor to the West­
minster Review voiced his criticism of the 
English courts and the legal profession in this 
pointed fashion (quoted by Judge Harry A. 
Hollzer in a masterly article entitled, "Shall 
We Lead or Be Driven?”, Journal of the 
American Judicatire Society, October, 1930) : 
"Not a formality is there, which serves not 
as a pretext for charges, and scarcely a moment 
of delay which is not contrived to minister
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either to the case or the profit of the lawyers, 
if not both.”
I am taking these illustrations from an an­
cient day lest modern instances offend, and 
leave them with you for such disposition as you 
may see fit; only pausing to remark that law­
yers’ fees cause a sigh from the hard-pressed 
manager who finds himself in a legal con­
troversy.
Losses Due to Delay
Now I approach a topic upon which I can­
not speak out too vigorously—losses due to 
the law’s delays. Perhaps no custom of the 
courts awakens such bitter resentment as the 
unconscionable delays inseparable from court 
procedures, especially when they involve the 
lapse of months and sometimes years between 
the filing of the suit and the trial date, then 
the necessity of long weary waiting at court, 
then frequent ,'continuances and postpone­
ments, then longer waiting when appeal is 
taken; delays that are costly, nerve-wracking 
and exasperating.
A most amusing article may be found in the 
American Mercury (February, 1931), entitled 
"Farmer Jones Goes to Law,” in which Farmer 
Jones gets his rights after ten years’ litigation.
In Manhattan, New York City, after a case 
is ready for trial by jury, it requires thirteen 
months for it to be reached for trial in the 
municipal court, from 18 to 21 months in the 
supreme court, and three years in the city 
court.
The report of the Chamber of Commerce of 
the State of New York deals with this phase 
of the subject without gloves. It alludes to 
"the unconscionable delay and expense and 
technicality of legal procedure.” It continues: 
"During the last two years approximately $10,- 
000,000 in verdicts have been rendered in 
New York County during each year. Over 
60% of this amount represents cases where 
the defendant did not appear to defend the 
case (inquests) or where, after trial, his de­
fense was found to be so lacking in merit that 
the court directed a verdict as a matter of law. 
This means that in more than 60% of these 
cases the plaintiff had to wait from one to 
three years for his damages.”
In the third report (page 33) of the Judi­
cial Council of California (1931) it is stated 
that in the superior court of Los Angeles
County "at the beginning of September, 1930, 
the number of civil actions on the reserve cal­
endar amounted to 5,591. It was estimated it 
would require 5,487 days for the trial of these 
cases.” It must be said that during the present 
year this congestion has been materially re­
lieved by speeding up the proceedings and the 
inauguration of a more businesslike handling 
of the court affairs; but even yet, under ordi­
nary circumstances, many months must elapse 
between the institution of a suit and its final 
disposition.
It is not possible to compute the burden of 
financial loss, of commercial demoralization 
and personal worry and distraction that is im­
posed upon the business community by these 
delays. It is a notorious fact that in Los 
Angeles this last summer a large bank was 
forced to close its doors because of a rumor of 
threatened suits. Frightened clients so de­
pleted the deposits that the very integrity of 
the institution was imperilled and the direc­
tors, to protect the depositors, were compelled 
to suspend operations. Thousands of deposi­
tors have been deprived of the use of their 
money for months, credit has been seriously 
disturbed, hundreds of business concerns have 
been financially embarrassed, some have been 
forced into insolvency, widespread distress 
and anxiety have been caused, all because of a 
threatened suit. The danger in the threat con­
sisted in the uncertainty that would exist dur­
ing the time the trial and subsequent appeals 
would be pending, a period of many months.
Here we have a tragic illustration of the 
calamity of the law’s delays.
Remedies
But enough of criticism and complaint. 
What are the remedies? Within the compass 
of a brief paper it is not possible extensively 
to treat of remedies, even were the speaker 
capable of expounding them. He can but indi­
cate, briefly and most inadequately, the lines 
upon which the problems may be worked out.
First of all,
Speed Up Court Procedures.
The Chamber of Commerce of New York 
State struck the very heart of the answer when 
it said: "The problem is one of efficient, busi­
nesslike organization.” F. G. Athern, former 
California Corporation Commissioner, in an 
address before the economics section of the
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Commonwealth Club of San Francisco, declared 
recently: "The archaic system under which the 
laws are administered contribute to economic 
waste. The delays of the law not only defeat 
justice, but they involve a waste of time of 
judges, lawyers, litigants and witnesses with 
all the attendant expense, to say nothing of the 
tremendous drain upon the tax-payers of the 
State.”
The report of the Chamber of Commerce 
of the State of New York, to which several 
references have already been made, contains a 
series of proposals for reform. The statement 
is too long for incorporation in this paper, but 
it should be studied carefully by every person 
interested in a revision of our judicial system.
Simplify Legal Procedures
It would be rash for a layman to even imply 
a criticism of legal customs and traditions, but 
he may be permitted to quote the words of a 
lawyer and to say that he has expressed in 
terse and forceful language the opinion of the 
average business man respecting the law and 
its methods. I quote from an article written by 
Edson R. Sunderland, professor of law, Uni­
versity of Michigan, appearing in the Chicago 
Sunday Tribune, July 25, 1926. He says, "In 
the case of the legal profession the use of a 
fixed procedure has made the majority of 
American lawyers utterly incapable of appre­
ciating how absurd are the technicalities which 
cripple its usefulness. No group of business 
men would ever voluntarily consent to use such 
awkward, slow and ineffective methods in the 
conduct of their business. They would go 
bankrupt if they tried it. But the courts are 
established and supported by the State, and al­
though litigants may become bankrupt in using 
them, the courts themselves are subjected to 
no economic test of their right to survive.
"If they remain under the control of a pro­
fession which continues to value convention­
ality above efficiency as a standard for public 
service, there is no hope for an orderly evolu­
tion of remedial processes. In such case the 
courts will either be disrupted by the unskill­
ful intervention of a sorely-tried public, or 
their jurisdiction will be partitioned out 
among administrative commissions and arbi­
tration tribunals. In their present form they 
have been weighed in the balance of popular 
judgment and found wanting.”
Now to confirm that this is the opinion held 
by business men, may I quote just one para­
graph from an article by a business builder of 
international reputation,—Irving T. Bush, in 
the Outlook, May 18, 1927: "Do not forget 
that the success of business is built upon the 
foundation of our finding out how to do com­
plex things in a simple way. Our great wealth 
has come to us because we have been efficient 
and have saved a part of the results of that ef­
ficiency. We are studying every day how to 
eliminate unnecessary physical effort, and to 
create machines which will do the work of 
many. A part of this program should be the 
cutting out of this great waste of time and 
money in the settlement of disputes.”
Arbitration
Business has taken things into its own 
hands. Sick and tired of mounting costs, in­
excusable delays and justice-defeating techni­
calities, business men have organized a move­
ment headed by financial and industrial leaders 
of national renown and under the egis of the 
American Arbitration Association, commercial 
arbitration is taking a larger and larger place 
in our business community.
When Secretary of Commerce, Mr. Hoover 
declared: "I have been for many years of the 
conviction that the arbitration of commercial 
disputes in place of avoidable litigation is an 
agency of the first rank in the promotion of 
business efficiency.”
The New York State Chamber of Com­
merce, the Silk Association of America, the 
grain, hay and seed trades, food industries, 
motion picture concerns and many other com­
mercial and industrial organizations have estab­
lished their own arbitration tribunals. The 
National Association of Credit Men endorses 
the movement.
By the use of commercial arbitration, busi­
ness men have found it possible to settle their 
disputes quickly, amicably and with a mini­
mum of expense. Ten states have laws legal­
izing and enforcing arbitration agreements.
It is impossible to overestimate the signifi­
cance of the arbitration movement. It is a con­
structive and aggressive protest against the 
conditions in our judicial procedures that I 
have been discussing today. By it business 
men have proved that controversies may be 
handled with simplicity, directness, equity and 
dispatch and at small expense.
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Much Being Done
My time is passing and I must hurry along. 
I seem to have painted a very dark picture, and 
you might be justified in thinking me a pessi­
mist, but may I call your attention to the fact 
that the drastic criticisms are not mine, they 
are quotations from nationally known at­
torneys and business leaders. I would not 
dare use such drastic language myself, yet I 
know these sentiments would be concurred in 
by 99 out of every 100 business men.
But the story would not be complete if I 
did not say that much is being accomplished 
in the way of remedying the intolerable con­
ditions that have developed in our judicial 
procedure.
For instance, there is the famous Cleveland 
plan. "For the past seven or eight years, eight­
een judges have done the work of that county, 
twelve of them locally elected and six assigned 
by the State’s chief justice. From less than
14,000 cases filed in 1922, the yearly total 
now exceeds 22,000, and the same judges 
handle all these cases promptly.” (Article by 
Albert Shaw, Review of Reviews, May, 1931.)
Detroit adopted the Cleveland plan, and 
that city has an efficiency 150% greater than 
that of the courts of Los Angeles, dealing with 
the same type of cases.
Other communities are following this lead.
In California, little less than a revolution is 
being accomplished under the leadership of 
Hon. William H. Waste, the Chief Justice, 
Mr. Justice Shenk, Judge Harry A. Hollzer 
and other well-known jurists. Definite and 
constructive efforts are being made in the su­
perior court of Los Angeles, by revising the 
rules and adopting more efficient procedures, 
to remove the causes for complaint and criti­
cism, and remarkable results have been 
achieved. Undoubtedly other counties will 
catch step with the march of progress.
There is no doubt that the business com­
munity will give earnest and sympathetic sup­
port to these endeavors to modernize and make 
efficient and effective our judicial system. The 
average business manager has suffered only too 
long under the burdens of the old system. He 
will welcome wholeheartedly the change to 
more businesslike procedures.
Now it really is up to the legal profession 
itself. Will it be a drag upon the wheels of
progress or will it patriotically aid these 
splendid efforts to revise and reconstruct our 
legal system in the interest of the public serv­
ice?
May I quote, in closing, the concluding 
paragraphs of Judge Hollzer’s thought-pro­
voking article, to which I have already alluded, 
changing only the pronoun: "Have (you) the 
vision and the courage to lead the way 'out of 
the wilderness’ of unconscionable and intoler­
able delay and expense into the 'Promised 
Land’ of justice, administered expeditiously, 
efficiently and economically?
"Or, will English history repeat itself in 
America, with the result that (you will) find 
(yourselves) by the force of public opinion, 
compelled to accept a reform movement for 
the improvement of the administration of 
justice, initiated and dominated by laymen?”
The lawyers of California face a glorious 
opportunity for patriotic, public service. I do 
not believe they will fail in this hour of crisis.
JOY-SPREADING CIRCLE
The Farmer sells a load of wheat 
And all the world grows fair and sweet; 
He starts off humming cheerful tunes 
And pays the Grocer for his prunes;
The Grocer, who has had the blues.
Now buys his wife and children shoes; 
That ten the Shoeman thinks God-sent 
And runs and pays it on his rent;
Next day the Landlord hands the bill 
To Dr. Bolus for his pill;
The happy Doctor tells his frau 
That business is improving now 
And adds: "My dear, you need a rest, 
You’d better take a trip out West.”
So in a week or so the wife 
Is on the farm enjoying life.
She pays her board to Farmer Howe 
Who takes the ten and says: "I swow!” 
Here’s something that just can’t be beat, 
This bill’s the one I got for wheat.”
With it he buys more prunes—and then 
It starts a-going round) again.
Moral: Oh! well, it’s obvious!
—Topeka Capital.
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A  C o m p a r i s o n  o f  t h e  R a t i o s  o f  S u c c e s s ^  
f u l  I n d u s t r i a l  E n t e r p r i s e s  W i t h  
T h o s e  o f  F a i l e d  C o m p a n i e s *
By Pau l  J. FitzPatrick, Ph.D., Washington, D. C.
TABLE No. 7
/--------  November 30
Failed Concern
1921 1922 
215 
56 
N o t 
N o t 
N o t 
N o t 102
113 91
335 274 
— 21.4 — 18.0
52.5 47.3
44.5 49.0 
03.0 03.7
Interpretation of Table No. 7 
The two concerns are agricultural implement 
manufacturers
This is another example where the success­
ful company makes a very good showing, as 
reflected by its ratios, while the failed com­
pany is in poor shape.
The failed concern has a current ratio of
194 per cent the last year and 156 per cent the 
previous year. The current ratio is "window- 
dressed” to show 200 per cent or more in 1921 
and 1923 by increases in the long-term liabili­
ties. This in turn weakens the net worth to 
debt ratio which falls to the low figure of 52 
per cent. Moreover, the quick ratio is poor 
for three years, ranging from 46 to 67 per cent.
The net worth to debt ratio of 52 per cent 
the last year indicates that creditors are sup­
plying $100  of capital when the owners are 
supplying $52. Only in one year is this ratio 
a 50-50 proposition, that is, the owners are 
furnishing as much capital as the creditors. 
This is a fact of considerable import. It is, 
indeed, an unwise financial policy when the 
funds advanced by creditors to an industrial 
enterprise exceed the capital contributed by
*The first part of this article appeared in the 
October issue.
---- December 3 1 ---------
Successful Concern
1922 1923 
325 346 
126 145Avai l abl e Avai l abl e Available Avai l abl e 
445 479 
230 
155
03.6
59.8
35.9 
04.2
stockholders. In this case, furthermore, the 
balance sheets reveal that the failed concern 
has a funded debt of approximately $4,000,- 
000 while the successful company has none. 
These borrowings have created heavy interest 
charges which in turn eat up the profits.
The net worth to fixed assets ratio suggests 
very definitely over-investment in fixed assets, 
being only 66 per cent. This is confirmed by 
the trend of the fixed assets to total assets 
ratio. Further, it indicates that the stockhold­
ers are supplying no working capital and only 
a part of the funds for the fixed assets. This 
is an unwise policy in more ways than one.
The inventories to receivables ratio is be­
coming satisfactory.
The net profits to net worth ratio reports 
heavy losses for each year. This in turn points 
out the difficulty of meeting bond interest 
payments.
There is no doubt, therefore, that the ratios 
correctly reported the poor condition of the 
failed concern. It was clearly emphasized by 
the condition of the ratios. Moreover, the 
downward tendency of several ratios was 
another good indication.
Finally, it should be mentioned that the suc­
cessful company has assets of $34,000,000 and 
the failed concern has $10,000,000. No other 
competitor could be procured for comparison.
1923 Type of Ratios 1 1
156 194 1. Current assets to current liabilities 3
46 67 2. Quick assets to current liabilities . 107
A v a i l a b l e  3. Sales to fixed assets.......................  N o t
A v a i l a b l e  4. Sales to inventories.......................... N o t
A v a i l a b l e  5. Sales to receivables..........................  N o t
A v a i l a b l e  6. Sales to net w o rth .......................... N o t
80 52 7. Net worth to debt............................  
66 8. Net worth to fixed assets...............  222 225
240 9. Inventories to receivables...............  218 172
— 30.5 10. Net profits to net worth..................  03.4 02.4
44.6 11. Current assets to total assets . . . .  59.3 59.8
51.2 12. Fixed assets to total assets............. 36.7 36.2
04.0 13. Other assets to total assets............  03.9 04.0
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— February 28 - 
Failed Concern
1919 1920 1921
259 287 120 1.
160 196 71 2.
N o t A v a i l a b l e 3.
N o t A v a i l a b l e 4.
N o t A v a i l a b l e 5.
N o t A v a i l a b l e 6.
396 369 88 7.
173 210 138 8.
79 60 99 9.N o t A v a i l a b l e 10.
52.3 61.2 63.7 11.
46.1 37.3 34.1 12.
01.6 01.4 02.2 13.
TABLE No. 8
Type of Ratios 
Current assets to current liabilities 
Quick assets to current liabilities .
Sales to fixed assets....................
Sales to inventories......................
Sales to receivables......................
Sales to net worth......................
Net worth to debt........................
Net worth to fixed assets............
Inventories to receivables............
Net profits to net worth...............
Current assets to total assets . . . .
Fixed assets to total assets..........
Other assets to total assets..........
t-----  March 31
Successful Concern
1919 1920 1921
201 223 186
80 132 92
N o t A v a i t a b l e
N o t A v a i t a b l e
N o t A v a i t a b l e
N o t A v a i t a b l e
134 84 75
288 260 220
219 95 141N o t A v a i t a b l e
70.4 72.0 71.5
20.0 17.5 19.5
09.7 10.5 08.9
Interpretation of Table No. 8
Both concerns are engaged in the manufacture 
of rubber footwear
The financial difficulties of the unsuccessful 
concern were not serious and so its affairs 
were handled by a creditors’ committee. Such 
a voluntary readjustment saves the cost of a re­
ceivership. The formation of a creditors’ com­
mittee for the purpose of dealing with embar­
rassed businesses of considerable size, was 
somewhat general during the period of the 
depression of 1920-1921. As Dewing points 
out: ”. . .  The creditors’ committee, formed 
for the purpose of carrying and eventually 
liquidating the costly inventories, was the 
bankers’ well nigh universal response. Had 
they not made this response, business mortality 
in the autumn and winter of 1920 would have 
been simply stupendous . .
At the outset, it is important to point out 
the sudden and unfavorable downward ten­
dencies of the ratios of the failed concern in 
the last year. This in itself should be sufficient 
warning to put the credit man and the banker 
on their guard. It is, furthermore, a good 
reason why analysts must observe not only the 
position or value of the ratios, but also their 
trends. The successful company, on the other 
hand, does not reveal a similar condition. 
While it is true that some of its ratios show a 
slight downward tendency, nevertheless a 
number of its ratios are somewhat steady and 
consistent.
Until the last year, both the current ratio 
and the quick ratio of the unsuccessful com­
pany were favorable. Likewise, the net worth
*A. S. Dewing. Financial Policy of Corpora­
tions. Revised edition, p. 1139.
to debt ratio and the net worth to fixed assets 
ratio were satisfactory. But the sharp drop in 
the last year is a warning signal. The current 
ratio is dropping from 287 to 120 per cent; 
the quick ratio from 196 to 71 per cent; and 
the net worth to debt ratio from 369 to 88 
per cent.
Sales and profits data are not available for 
either concern. This is unfortunate because it 
would be interesting and worthwhile to ob­
serve whether the four sales ratios and the net 
profits to net worth ratio were likewise de­
veloping unfavorable tendencies. Besides, it 
would help to determine the effectiveness of 
ratios as indicators in this particular case.
The sharp drop of the net worth to debt 
ratio of the failed company is due to heavy 
short-term borrowings amounting to $4,000,- 
000. There is no funded debt. The net worth 
to fixed assets ratio reveals an unfavorable 
trend. The inventories to receivables ratio is 
not bad. The fixed assets to total assets ratio, 
while improving, is not as good as the success­
ful concern’s ratio.
For the successful company, we note that 
the current ratio and the quick ratio are slightly 
below the 200 per cent and the 100 per cent 
standards, respectively, in the last year. They 
are, however, better than the unsuccessful con­
cern’s ratios.
The net worth to debt ratio is really the only 
bad indication. It is below the 100 per cent 
standard the past two years because of an issue 
of funded debt in 1920 amounting to one mil­
lion dollars. The net worth to fixed, assets 
ratio is very good.
The current assets to total assets and the 
fixed assets to total assets ratios are also very 
good.
In conclusion, it can be seen again that the
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successful company reports the better condi- ported some sharp and unfavorable tenden- 
tion, in spite of the low net worth to debt cies—too pronounced to pass by unnoticed by 
ratio. The unsuccessful concern’s ratios re- the credit man and the banker.
t-------- December 31 -
Failed Concern 
1920 1921 
213 
71 
476 200 
758
195 
105 
243 
379
12.4 
75.1
21.0
03.8
Interpretation of Table No. 9 
The two companies are engaged in the manu­
facture of phonographs and records
After an inspection of this table, there can 
be no doubt that the ratios of the successful 
company present a far better showing than the 
failed concern. All the ratios of the successful 
company are very good with the possible ex­
ception of the sales to net worth ratio which 
is barely satisfactory in the last year. The 
drop of this ratio is attributed to a decline in 
sales of some $10,000,000—possibly to radio 
competition.
Not only are the ratios of the failed con­
cern below the conventional standards, but 
even the trends are downward, in some cases 
sharply. The current ratio and the quick ratio 
of the failed concern are very poor each year 
with one exception when the current ratio is 
213 per cent in 1920.
The four sales ratios are registering un­
favorable tendencies. The sales to net worth 
ratio with the high figure of 1320 per cent in 
the last year indicates overtrading. It is the 
result of sharp decreases in the net worth item 
itself due to heavy losses amounting to more 
than $35,000,000 in two years. Therefore, this 
ratio pointed out a bad condition.
The net worth to debt ratio is particularly 
poor. In the last year, there are only $4 of net 
worth to every $100 of debt—a most unfavor­
able condition. In other words, the stockhold­
ers are supplying $4 of capital to every $100 
contributed by the creditors. In addition, the 
balance sheets show that the failed concern has
------ December 31--------- \
Successful Concern 
1920 1921 1922 
423 
306 
261 
514 
663 
107 
561 
243
161 129 
A v a i l a b l e66.9 64.032.0 35.001.1 01.0
more than $6,000,000 in long-term liabilities 
while the successful company has none. The 
increases in liabilities, both short-term and 
long-term, as reflected by this ratio had cre­
ated heavy fixed charges which in turn ate into 
the profits. These interest charges amounted 
to about $1,500,000 per annum. It is a finan­
cial axiom that industrial enterprises generally 
should not have long-term liabilities because 
of the irregularity of earnings.
The net worth to fixed assets ratio as well 
as the ratio of sales to fixed assets strongly in­
dicated over-expansion in plants'. The low 
figure of 12 per cent for the net worth to fixed 
assets ratio, furthermore, pointed out that 
creditors were supplying the working capital 
and a good part of the fixed capital or assets.
The net profits to net worth ratio reports 
very clearly the unprofitable nature of the com­
pany’s operations. The losses are very heavy 
the past two years. This in turn suggests the 
difficulty of meeting interest charges. While 
the successful company does not report any 
exact data concerning profits, an examination 
revealed that large profits were earned each 
year.
The ratio of current assets to total assets 
when compared with the ratio of fixed assets 
to total assets reflected the over-expansion in 
plants at the expense of working capital.
This interpretation points out another lesson 
in ratio analysis which is that unusually high 
ratios such as the figure of 1320 per cent of 
the ratio of sales to net worth must be investi­
gated in order to ascertain if there are any un­
favorable factor or factors existing.
TABLE No. 9
1922 Type of Ratios
138 84 1. Current assets to current liabilities 316 414 
54 41 2. Quick assets to current liabilities . 139 226
211 159 3. Sales to fixed assets..................... 390 368
139 197 4. Sales to inventories.......................  322 392
333 288 5. Sales to receivables.......................  620 632
184 1320 6. Sales to net worth.......................  153 141
46 04 7. Net worth to debt.........................  369 514
114 12 8. Net worth to fixed assets.............  253 261240 146 9. Inventories to receivables.........  92— 19.6 —31.7 10. Net profits to net worth........... Not69.1 58.3 11. Current assets to total assets . . . .  7327.5 37.0 12. Fixed assets to total assets.......  1103.3 04.6 13. Other assets to total assets.......  5
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TABLE No. 10
October 31 - 'i r - October 31 -
Failed Concern Successful, Concern
1918 1919 1920 Type of Ratios 1918 1919 1920
636 328 131 1. Current assets to current liabilities 198 347 194
258 165 31 2. Quick assets to current liabilities . 88 160 56
405 469 200 3. Sales to fixed assets................ 404 387 402
402 445 458 4. Sales to inventories.................. 341 377 254
934 676 1698 5. Sales to receivables.................. 851 582 882
153 174 168 6. Sales to net worth.................. 173 150 172
988 416 273 7. Net worth to debt.................... 217 471 204
263 270 119 8. Net worth to fixed assets.......... 233 258 233
232 152 370 9. Inventories to receivables.......... 249 154 346
26.8 29.1 11.4 10. Net profits to net worth............ 21.1 21.3 15.4
58.5 63.7 35.2 11. Current assets to total assets . . . . 62.6 60.7 63.8
34.4 30.0 61.5 12. Fixed assets to total assets........ 29.3 31.9 28.8
07.0 06.3 03.2 13. Other assets to total assets........ 08.3 07.3 07.3
Interpretation of Table No. 10 
Both concerns are in the rubber tire industry
This table is another example where the 
analyst must watch the trends of the ratios as 
well as their position or value.
The current ratio of the successful company 
was slightly below the 200 per cent standard 
for two of the three years, being 194 and 198 
per cent. The quick ratio is weaker and is be­
low the conventional one-to-one rule for two 
of the three years. The inventories to receiv­
ables ratio shows over-investment in the last 
year due to the depression of 1920-1921. All 
the other ratios are very good so that, all in 
all, it can be said that the company is occupy­
ing a satisfactory credit and financial position.
We find, on the other hand, that a number 
of the ratios of the unsuccessful concern are 
not only below the conventional standards in 
the last year, but the trends of the ratios are 
sharply downward for the past two years. 
Thus there are two important warning signals.
The current ratio and the quick ratio of the 
unsuccessful company are very poor the last 
year. Besides, the trends are sharply down­
ward for the past two years. The upward 
swing of the inventories to receivables ratio in 
the last year partly accounts for the poor show­
ing of the quick ratio that year. There is over­
investment in inventories with the attendant 
heavy inventory losses.
The sales to fixed assets ratio and the net 
worth to fixed assets ratio indicate over-ex­
pansion in fixed assets. This is further con­
firmed by the fixed assets to total assets ratio 
which jumps from 30 to 6 iy 2 per cent in one 
year. The current assets to total assets ratio 
drops sharply from 63% to 35 per cent in the
same period. There was, indeed, an expansion 
in fixed assets to the extent of approximately 
300 per cent in the last year. Such a policy 
resulted in a serious impairment of working 
capital. Furthermore, the net worth to fixed 
assets ratio of 119 per cent reveals that there 
are $119 of net worth for every $100 of fixed 
assets or a $19 margin of its own capital em­
ployed as current assets for every $100 of fixed 
assets—a small margin.
The net worth to debt ratio shows a very 
sharp drop from 988 per cent in 1918 to 273 
per cent in 1920 indicating that creditors are 
supplying more capital each year.
A striking contrast, in conclusion, is that 
the unsuccessful company earned profits each 
year. Incidentally, this is the only failed in­
dustrial concern of the twenty companies in 
this investigation which reported profits in the 
last year instead of losses.
Interpretation of Table No. 11 
These companies are engaged in the produc­
tion and sale of fish products
This table, unlike the other tables in this 
article, gives the ratios of two unsuccessful 
concerns. The author was unable to find a suc­
cessful company in the industry to compare 
with the original failed concern. In his search 
for a successful company, the second concern 
was discovered. The second concern, in the 
hands of a reorganization committee, under­
went a readjustment whereby there was a 
"complete and permanent refinancing of the 
company, for the funding of a material part of 
its bank loans, for restoring its credits and pro­
viding it with adequate working capital.”
There were, moreover, two other concerns 
in the industry that met with financial difficult
660 THE CERTIFIED PUBLC ACCOUNTANT November,
TABLE No. 11
/-------- March 31--------- \ r December 31---------%
Original Failed Concern Second Company
1919 1920 1921 Type of Ratios 1918 1919 1920 1921
180 160 89 1. Current assets to current liabilities 122 135 111 88
47 49 39 2. Quick assets to current liabilities . 57 47 26 21
397 318 238 3. Sales to fixed assets .................... N o t  A v a i l a b l e
290 296 492 4. Sales to inventories.......................  N o t  A v a i l a b l e
951 908 957 5. Sales to receivables.......................  N o t  A v a i l a b l e
155 136 139 6. Sales to net worth.......................  N o t  A v a i l a b l e
248 241 176 7. Net worth to debt.........................  75 106 87 90
256 232 171 8. Net worth to fixed assets.............  90 100 89 76
329 306 194 9. Inventories to receivables.............  183 385 520 573
+  12.1 —01.4 —03.5 10. Net profits to net worth................ 15.5 09.8 —00.3 —12.5
51.6 46.8 32.3 11. Current assets to total assets . . . .  51.4 44.0 43.2 33.9
27.9 30.3 37.2 12. Fixed assets to total assets...........  47.7 51.7 52.2 62.1
20.5 22.8 30.5 13. Other assets to total assets........... 00.9 04.3 04.5 03.9
ties; one concern went into receivership and 
the other effected a voluntary reorganization.
The underlying factor that hit this industry 
so hard was the decreased consumption of fish 
products. During the World War it was re­
garded as a patriotic duty among the people of 
the United States to eat fish instead of meat. 
These companies endeavored, by an expansion 
of fixed assets, to provide the facilities for in­
creasing the production of fish products and 
meet this demand. It was expected that, stim­
ulated by its use during the war, the people 
would become more accustomed to fish as a 
food. However, sales greatly declined in the 
year 1920-1922. The companies were unable 
to dispose of their stocks of inventories and 
so heavy inventory losses were incurred when 
prices fell.
This situation, then, is a good reason why 
reputable analysts do not place sole reliance 
upon financial statements when investigating 
credit and financial risks. Three factors— 
financial, personal, and cyclical should be 
studied.* Among the financial factors are 
earning power of the business, sources of capi­
tal, adequacy of capital, and other financial 
considerations. Personal factors are business 
ability, character or integrity af the manage­
ment and other personal elements. The cyclical 
factor is the state of business activity. Business 
conditions are dynamic and not static. Fur­
thermore, there are the conditions within the 
industry itself which must be given considera­
tion. This brief discussion of the three fac­
tors, however, does not impair the value and 
the usefulness of ratios as important and sig­
nificant indicators of weaknesses in industrial
*A. Wall and R. W. Duning. Ratio Analysis of 
Financial Statements, p. 14.
enterprises.
An inspection of the table reveals both com­
panies having a very poor current ratio and 
quick ratio for each year. Besides, they are 
meeting with losses the past two years as the 
net profits to net worth ratio reveals. More­
over, the current assets to total assets and the 
fixed assets to total assets ratios as well as the 
net worth to fixed assets ratio indicate over­
investment in plants at the expense of the 
current assets.
For the original company, we find the net 
worth to debt ratio, while declining from 248 
to 176 per cent, is still favorable. The inven­
tories to receivables ratio is improving.
For the other unsuccessful company, we dis­
cover a poor net worth to debt ratio and an 
equally poor net worth to fixed assets ratio. 
The upward swing of the inventories to re­
ceivables ratio shows a strong tendency toward 
over-investment in inventories with the subse­
quent losses.
Interpretation of Table No. 12 
The two concerns are in the cotton textile in­
dustry of New England
Inasmuch as there are three failed textile 
companies in this investigation, the question 
may arise as to how the successful and the 
failed companies were paired. For this table, 
the two companies were paired on the follow­
ing basis: They have the same amount of as­
sets—2 ^  millions dollars; they are located in 
the same city; and they manufacture the same 
type of product.
An inspection of this table reveals that the 
ratios of the successful company report the 
stronger credit and financial position. Its cur-
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— October 31 — 
Failed Concern
1918 1919 1920
215 282 226 1.
43 66 34 2.N 0 t A v a i l a b 1 e 3.
N 0 t A v a i l a b 1 e 4.
N 0 t A v a i l a b 1 e 5.
N 0 t A v a i l a b l e 6.
85 100 83 7.
116 124 170 8.
N 0 t A v a i l a b 1 e 9.
N 0 t Av a i 1a b 1 e 10.
60.7 59.6 73.4 11.
39.3 40.4 26.6 12.
None None None 13.
TABLE No. 12
Type of Ratios 
Current assets to current liabilities 
Quick assets to current liabilities .
Sales to fixed assets...................
Sales to inventories......................
Sales to receivables......................
Sales to net worth......................
Net worth to debt........................
Net worth to fixed assets............
Inventories to receivables............
Net profits to net worth...............
Current assets to total assets . . . .
Fixed assets to total assets..........
Other assets to total assets..........
«---- September 30---
Successful Concern
1918 1919 1920
232 392 356
42 133 89
N 0 t A v a i 1 a b 1 e
N 0 t A v a i t a b l e
N 0 t A v a i 1 a b 1 e
N 0 t A v a i 1 a b 1 e
105 140 135
116 134 177N 0 t A v a i 1 a b 1 e
N 0 t A v a i 1 a b 1 e
55.0 56.3 66.9
44.0 43.7' 32.5
00.9 None 00.6
rent ratio is much above the 200 per cent 
standard and is much better than the failed 
concern’s. The failed concern’s ratio, while 
above the 200 per cent standard, is not so good 
because of the poor condition of the net worth 
to debt ratio which is only 83 per cent. Only 
in one year is the net worth to debt ratio a 
50-50 proposition, that is, the owners are fur­
nishing as much capital as the creditors. This 
is an important point to consider. The suc­
cessful company, on the other hand, reports a 
good net worth to debt position.
As for the quick ratio, the failed concern is 
very poor each year. The successful company’s 
ratio, while somewhat weak, is much better 
than the failed concern’s.
The net worth to fixed assets ratio is satis­
factory for both companies.
The current assets to total assets ratio and 
the fixed assets to total assets ratio are prac­
tically the same for both companies and are 
good.
Sales, profits, and other data are not avail­
able and so other positions and trends could 
not be observed.
Interpretation of Table No. 13 
These companies are in the cotton textile in­
dustry of New England
The failed and the successful concerns are 
paired on the following basis: They have ap­
proximately the same amount of assets, being 
271/2 and 23V2 million dollars, respectively; 
they manufacture the same type of goods; and, 
for a time, they had about the same volume of 
sales.
The failed concern has a very poor current 
ratio and a poor quick ratio. They are below 
the 200 per cent and the 100 per cent stand­
ard, respectively, each year. The successful 
company is also below these standards, but its 
ratios are much better than those of the failed 
concern.
As to the four sales ratios, the failed com­
pany does not report as satisfactory condition 
as the successful company. Its sales to fixed 
assets ratio as well as the sales to net worth 
ratio are particularly poor. The very low figure 
of 17 per cent for the sales to fixed assets ratio
,------ —> December 31 -
Failed Concern
1922 1923 1924
105 99 39 1.
74 71 20 2.
33 55 17 3.
178 378 360 4.
82 157 532 5.
42 73 30 6.
88 90 103 7.
80 75 58 8.
46 41 147 9.
— 13.0 — 05.7 - -18.2 10.
36.4 32.7 08.8 11.
59.4 63.1 86.1 12.
04.1 04.1 05.1 13.
TABLE No. 13
Type of Ratios 
Current assets to current liabilities 
Quick assets to current liabilities .
Sales to fixed assets....................
Sales to inventories......................
Sales to receivables......................
Sales to net worth......................
Net worth to debt........................
Net worth to fixed assets . . . . . .
Inventories to receivables............
Net profits to net worth...............
Current assets to total assets . . . .
Fixed assets to total assets..........
Other assets to total assets..........
October 31
Successful Concern
1922 1923 1924
170 160 160
72 65 58
68 147 126
179 232 238
340 400 567
53 103 95
334 216 257
130 142 133
190 172 238
— 06.5 +  10.8 — 04.3
39.1 50.7 44.8
59.4 48.2 54.1
01.5 01.0 01.1
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and the low figure of 58 per cent for the net 
worth to fixed assets ratio strongly indicate 
that the plant investment of the failed com­
pany is not being utilized; that there is an 
over-investment in fixed assets.
The net worth to debt ratio of the unsuc­
cessful company is poor, in spite of its upward 
swing. Only in the last year, is it a 50-50 
proposition. For two years the creditors sup­
plied more capital than the owners. Further­
more, the balance sheets show that there is a 
funded debt of more than $7,000,000 while 
the successful company has none.
The successful concern’s ratio is very good.
The net worth to fixed assets ratio of the 
failed company is very poor while the success­
ful company’s ratio is good.
In the last year, both concerns show a tend­
ency toward over-investment in inventories as 
reflected by the inventories to receivables ratio.
The failed concern suffered heavy losses each 
year. The successful company, while meeting 
with smaller losses in two of the three years, 
has fared better.
The current assets to total assets ratio is ex­
ceedingly poor, as is the fixed assets to total 
assets ratio in the case of the failed company. 
The successful concern’s position is good.
TABLE No. 14Sept. 30 Sept. 30 Feb. 28 r 1December 31t Failed Concern Successful Concern
1923 1924 1926 Type of Ratios 1923 1924 1925323 2525 204 1. Current assets to current liabilities 839 2764 527111 1275 72 2. Quick assets to current liabilities . 341 1541 225N 0 t A v a i 1 a b I e 3. Sales to fixed assets................ Not A v a i 1 a b 1 eNot A v a i 1 a b 1 e 4. Sales to inventories.................. N o t A v a i 1 ab 1 eNot A v a i 1 a b 1 e 5. Sales to receivables.................. N o t A v a i 1 a b 1 eN 0 t A v a i 1 a b 1 e 6. Sales to net worth.................. N o t A v a i 1 a b 1 e141 169 91 7. Net worth to debt................... 935 3262 535
150 118 81 8. Net worth to fixed assets.......... 562 591 572226 142 246 9. Inventories to receivables.......... 180 127 172Not A v a i 1 a b 1 e 10. Net profits to net worth............ * 03.0 00.151.7 34.3 27.6 11. Current assets to total assets . . . . 81.1 82.2 83.138.9 53.3 58.7 12. Fixed assets to total assets........ 16.1 16.4 14.7
09.3 12.4 13.6 13. Other assets to total assets . . . . . 02.8 01.3 02.2tNo statement published September 30, 1925.
i''Not available.
Interpretation of Table No. 14 
Both companies manufacture collars and shirts
The successful company’s ratios are gener­
ally very good.
The failed concern’s current ratio is 204 per 
cent and its quick ratio is 72 per cent which 
is poor. Besides, both ratios do not look so 
good when the net worth to debt ratio is de­
clining from 169 to 91 per cent. The latter 
ratio indicates that creditors are furnishing 
more capital than owners. The balance sheets 
show, moreover, that the failed concern has 
long-term liabilities of about one million dol­
lars while the successful company has none.
The failed concern’s net worth to fixed as­
sets ratio of 81 per cent is poor and suggests 
over-investment in plants. This is confirmed 
by the fixed assets to total assets ratio.
The failed concern reports no data relative 
to profits and, in this instance, its ratio of net 
profits to net worth cannot be compared with 
the successful company’s ratio. An examina­
tion, however, revealed that the failed concern 
has suffered heavy losses as there is a deficit of 
$370,000. The successful company’s ratio is 
low.
The decline of the current assets to total 
assets ratio and the increase of the fixed assets 
to total assets ratio are also important indica­
tions. (Continued next month)
Credit and Financial Management, official 
organ of the National Association of Credit 
Men, for October contained an article on "Pre­
paid Expense and Current Assets,” by Myron 
M. Strain, C.P.A., of California.
* * *
In the March issue of the Corporate Practice 
Review, "Mechanical Accounting” was dis­
cussed jointly by George J. Geier and Oscar 
Mautner, C.P.A., instructors in the School of 
Commerce, Accounts and Finance of New 
York University. The same issue contains an 
article by Herrmann Herskowitz on "Archaic 
Laws and Dividend Policies.”
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Our Young Accountants
By Kingsley Tufts, C.P.A., New York City
A N accounting practitioner recently ex- 
pressed himself to me as being of the 
opinion that too much education has ruined 
many a good blacksmith. The apophthegm 
was applied in a general way to young men 
who come into the accounting profession from 
universities and graduate schools of business, 
and since this expresses an attitude which I 
have encountered from time to time, appears 
worthy of comment.
There is a deal of truth in what my friend 
has said, for there is a definite craftsmanship 
in the public practice of accounting very much 
akin to blacksmithing. Figures and informa­
tion for final exhibits and reports must be 
hammered into shape, and there is a technique 
which comes with long experience of striking 
only blows which count in the auditing rou­
tine. In this craftsmanship and technique the 
young graduate is rarely skilled; he often dem­
onstrates a clumsiness with figures, an ignor­
ance of where to look for information, and a 
skepticism of cut and dried formulae reports 
that drives his senior into tantrums. He does 
not have in his mind a preestablished list of 
pet parts which he knows his assembling su­
perior will insist upon having. And often he 
does not know short-cuts; worse yet, he some­
times does not know when he is through.
Who is at fault? Is it the college and the 
professors who prepare him, or is the account­
ing organization a bit at fault also ? And is his 
general knowledge of economics, statistics, in­
ternational trade, transportation, marketing, 
etc., an actual hindrance to him as he begins 
the practice of accounting? The answer is a 
difficult one, and of course in the final analysis 
must depend upon the individual case. A 
survey of the accounting curricula of various 
universities certainly reveals that a sufficient 
preparation is offered to fairly equip any young 
man with the principles and fundamentals of 
theory and practice. But has the student defi­
nitely made this information and knowledge 
his own? An old lexicographer once said of 
a new word that it must be used at least five 
times by the student before it truly be­
comes his own. And this observation appears 
even more apt when applied to accounting
knowledge. Professors try earnestly to make 
a subject real in the classroom; practice sets in 
bookkeeping are required; actual sets of busi­
ness records are often exhibited to the student 
and he is assigned work upon them. But let 
me stress the point that to the graduate stu­
dent of accounting who has had no practical 
experience there is an unreality which attaches 
to the thing closely akin to that surrounding 
symbolic logic in philosophy. It has been a 
hard course of mental exercise, the problems 
of which the student has been told correspond 
to actual problems in the business world. But 
he has not yet used practically the information 
stored in his memory; it is not yet truly his 
own. This then is the situation which the ac­
counting organization who employs him must 
evaluate. Something is expected, but how 
much?
It goes without saying that patience with a 
young accountant is more difficult when he is 
drawing a considerable salary. But, whatever 
the situation, it is only fair to give the young 
graduate an opportunity to adjust himself to 
dealing with facts as facts and not as academic 
propositions. He must be given time to make 
his knowledge of accounts his own, and de­
velop judgment. This will bring facility and 
confidence. It seems to me that in the long 
run the accounting organization will be more 
than rewarded by the value of his services. 
Once he has passed the transition period there 
is a valuable store of information ready to be 
applied. The well-prepared accountant is 
aware of conditions which accounts alone do 
not reveal, and he is more than a "black­
smith.” Behind each set of records there are 
interested parties; there is an organization, an 
industry, markets, and labor. The statements 
and reports of accountants have significance to 
all of these. And it would seem that the col­
lege-prepared accountant who has been intro­
duced to these interrelations and ramifications 
of business will bear a certain investment of 
time, money, and patience.
Much has been omitted which might be 
brought to bear. Some young graduates in ac­
counting are not, and never will be "account­
ant-minded,” or "business-minded.” These
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should be encouraged to use their talents else­
where, for the future of the profession lies in 
other hands. There is a dignity which attaches 
to a professional calling inherent in the mem­
bers who follow it. That dignity is funda­
mentally in the value of the service and the 
manner in which that service is rendered. The 
personal element is of strong significance.
In conclusion, I call attention to the New 
York law relative to candidates taking the pro­
fessional examination for the certificate of Cer­
tified Public Accountant subsequent to Janu­
ary 1, 1938. A section of this law reads:
"Subsequent to January first, nineteen hun­
dred1 and thirty-eight, every candidate for ex­
amination for a certificate as a certified public 
accountant shall present evidence that he has 
satisfactorily completed the course of study in 
a college or school of accountancy registered 
by the department as maintaining a satisfactory 
standard, and that prior to the beginning of
his course of study in such college or school 
of accountancy he satisfactorily completed a 
four-year high school course provided for this 
purpose or the equivalent as determined by 
the Commissioner of Education.”
In order to meet the above legal require­
ment, one school at least, Columbia Univer­
sity, has planned a course of afternoon and 
evening study whereby students in accounting 
may become university undergraduates and ob­
tain the degree of Bachelor of Science in Gen­
eral Studies. Educational institutions, it ap­
pears, are catering to the higher standards of 
the profession.
This is also an indication that in future years 
there is going to be considerably more required 
of an accountant in the way of academic prepa­
ration than in the past. And it is not too soon 
to have discussed, even inadequately, the prob­
lem of the practicing firm vs. the young col­
lege-prepared aspirant.
Audit Report Comments
W ritten by the Office Boy A fter Overhearing Discussions By Staff 
Members and Report Writers
Cash—$5,527.60
nPHIS outfit is pretty short on dough. Only 
5 grand and it’s not coming in very fast. 
They were sittin’ pretty until their bank busted 
and they took a rap for 20 grand.
Notes Receivable—$25,242.16
A lot of these notes look pretty punk. 
Smith and Company got into them for 3,000 
bucks and they’re about busted, and about 
10,000 more don’t look so hot. They put up 
an awful howl when we set up $10,000.00 
reserve.
Accounts Receivable—$47,892.82
For a while those guys were pretty soft for 
credit. You could walk in and give them a 
little conversation and walk out with the place. 
If they get 50 cents on the dollar on these ac­
counts they’ll be doing great. They’ve tight­
ened up in the last 6 months and that stuff 
looks pretty good, but we figured on at least a 
$20,000.00 reserve.
Inventory—$64,248.86 
There sure was a lot of junk in the inven­
tory when they handed it to us. They’ve had 
a bunch of parts on hand since the last world’s 
fair and a lot of other stuff. We knocked out 
over 25 grand to bring it down to 64 and its 
pretty clean now, but you should have heard 
them scream.
Other Assets—$78,962.78 
Here’s where the rub comes. The old man 
thought that prosperity was here to stay so he 
hauls out $50,000.00 and plays the market 
with all the other suckers. He wouldn’t let us 
write the account down. Says he’ll pay up in 
full if it’s the last thing he does. He didn’t say 
what with, but we took his word for it. They 
sunk another 25 in some vacant land for a 
new joint a few years ago and now they can’t 
use half of the one they’ve got. More pros­
perity.
Land, Buildings and Equipment— 
$126,543.32 
They’ve got a pretty decent lay-out, but 
haven’t been able to spend any dough on re­
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pairs. A few years ago they got a whisper it 
was worth 35 thousand more than they were 
carrying it at so they proceeded to write it up 
and have kidded themselves ever since.
Goodwill—$50,000.00
This is their idea of goodwill, but if there’s 
any of it there, we’re Chinamen.
Deferred Charges—$8,462.17
They’ve got the idea that every cent they 
spend oughtta be deferred, but we chiseled 
down until only prepaid insurance, taxes and 
financing expense were left.
Current Liabilities—$118,656.24
When we talked to the old man about lia­
bilities he thought that cancellation of debts 
should begin at home. He owes everybody and 
his brother. The bank’s started nudging him 
for the 60 grand he owes them and he’s really 
in a tight spot with business on the fritz. Give 
him credit though, he hasn’t drawn out any 
dough himself for 6 months. Neither has any­
one else much for that matter.
Mortgage Payable—$45,000.00
A few years ago some dude with more op­
timism than brains let them plaster the joint 
with a $50,000.00 mortgage, and at present 
writing it looks like he’d bought something. 
If anyone can dope out how they can pay this 
off they’re smarter than we are.
Capital Stock—$10,000.00
Last year when the going got tough and 
surplus was in the pink they decided to chop 
off 190,000 bills from par value of common 
stock and flop it over to surplus. That’s the 
why of the small capital—2,000 shares at a 
fin apiece.
Surplus from Appreciation—$85,000.00
This account is a lot of hooey. Peruse the 
music re: plant and equipment and goodwill.
Capital Surplus—$190,000.00
Read the lyrics under capital stock.
Operating Deficit—$71,776.53
When they eased off the par value of capital 
stock they expected us to bury the 190,000 in 
this account and act wise and say nothing, but 
we told them that was a big laugh, so here’s 
the damage. We’ve doped it out that this has 
all the earmarks of a nifty bust.
Logarithms and the Actuarial Problem
By Alan Grant Mann, C.P.A., Salt Lake City, Utah
TVyTANY accountants who have a thorough 
knowledge of actuarial principles, but 
have never studied the logarithm hesitate to go 
into the subject in the mistaken belief that it 
is a most difficult one, with which only en­
gineers and astronomers ever become familiar. 
However, the logarithm can be used in actu­
arial computations very easily and without any 
great study of the general subject.
Occasionally the accountant finds it neces­
sary to determine an exact effective interest 
rate. In most instances approximate rates se­
cured from tables are sufficient for all practical 
purposes, but if he is asked to prepare a sched­
ule, say, for amortization of a monthly-pay- 
ment mortgage loan or for the accumulation of 
an installment stock account, he must know the 
exact effective rate. Or perhaps it may be a 
client of the particular type who insists on
knowing the exact rate.
The only purpose for which logarithms are 
needed in actuarial computations is in connec­
tion with raising the "ratio of increase” to the 
"amount of 1” or its converse, and as the 
amount of 1 practically never reaches 10, no 
cognizance need be taken of the "character­
istic” of the logarithm, but we merely use what 
is known as the "mantissa,” or decimal, which 
is given by the table. For example, to what 
amount will $1.00 accumulate in 5 years at 
8% compounded semi-annually? In other 
words, what is 1.04 to its 10th power? Secure 
the log of 1.04 from the table, which is 
.0170333—multiply by 10, giving .1703330. 
From the table we find that .1703204 is the 
log of 1.4802 and .1703497 is the log of 
1.4803. By interpolating we secure our an­
swer, which is $1.480244.
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But, you say, we can find that by simply re­
ferring to an interest table. Of course, but sup­
pose the rate had been 8.643% compounded 
monthly? That would mean 1.0070525 raised 
to its 60th power, which can be solved readily 
by the use of logarithms, and to my knowledge 
no tables have as yet been prepared to give 
such information.
Let us consider a few practical illustrations, 
as follows:
No. 1
The manager of a company dealing in 
mortgage loans informs you that he desires, 
for competitive purposes, to inaugurate a mort­
gage loan on an 8.8% basis, which loan is to 
be repaid by the borrower in 5 years by 
monthly installments, and he desires to know 
the amount, per $1,000.00, the borrower 
should repay monthly. As is readily seen, this 
problem contemplates calculating the amount 
of the t'O equal monthly rents of which 
$1,000.00 is the present value at the above 
interest rate. It can be approximated '«uite 
closely from an interest table, but can be com­
puted exactly as follows:
.007333 is the monthly interest rate.
1.007333 raised to its 60th power is the 
amount of 1.
From the table of logarithms we find: 
log 1.0073 is .0031588 and log 1.0074 is 
.0032019.
Then, interpolating:
log 1.007333 is .0031588 plus 33/100 ot 
the difference between the two logs of 
431, or .00317302.
.00317302 times 60 equals .1903812, 
which is log of the amount of 1.
From the table of logarithms again:
.1903597 is the log of 1.5501, and 
.1903877 is the log of 1.5502.
Therefore, by interpolation:
.1903812 is the log of 1.550177, which 
is the amount of 1 for 60 periods at 8.8% 
compounded monthly.
The problem is now purely actuarial. By 
dividing 1 by the amount of 1 we arrive at 
.6450876 as the present value. Subtracting the 
present value from 1 gives us .3549124 as the 
compound discount, which, divided by the 
monthly interest rate of .007333 gives $48.- 
39717 as the present value of an annuity of 
$1.00. By dividing $1,000.00 by this figure 
we arrive at $20.66, our answer.
The manager should ask that $20.66 be re­
paid by the borrower every month for 60 
months for each $1,000.00 borrowed, in order 
to earn 8.8% interest on the loan. The above 
problem should not take longer than five 
minutes.
No. 2
A firm acquires a mortgage with an unpaid 
balance of $3,597.49 upon which it agrees to 
accept payments of $100.00 per month and to 
deduct each month from such payments in­
terest at the rate of 6ys %  per annum on the 
unpaid balance. You are asked to inform the 
firm how many payments will be required of 
the debtor to extinguish the above unpaid bal­
ance.
.00527778 is the monthly rate.
$3,597.49 divided by $100.00 is $35.- 
9749, which is the present value of an 
annuity of $1.00 per month for an un­
known number of months at the above 
monthly interest rate.
Now, inasmuch as the compound discount 
divided by the interest rate gives the present 
value of an annuity we can obtain the com­
pound discount by multiplying the above pres­
ent value of an annuity by the interest rate, 
giving us .1898676. Subtracting this com­
pound discount from 1 gives us .8101324 as 
the present value of 1, which, divided into 1, 
gives 1.234366 as the amount of 1 at the above 
rate for an unknown number of periods. In 
other words, 1.00527778 raised to this un­
known power amounts to 1.234366.
In the preceding illustration we secured the 
amount of I by multiplying the logarithm of 
the ratio of increase by the number of periods 
to obtain the logarithm of the amount of 1, 
and conversely we may secure the number of 
periods by dividing the logarithm of the 
amount of 1 by the logarithm of the ratio of 
increase, as follows:
The log of 1.0052 is .0022525 and log 
1.0053 is .0022957.
By interpolation:
The log of 1.00527778 is .0022861. 
And:
The log of 1.2343 is .0914207 and log 
1.2344 is .0914559. By interpolation the 
log of 1.234366 is .0914440.
Then:
.0914440 divided by .0022861 gives us 
our answer—40 periods. The firm may ex­
pect to receive 40 monthly payments of
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$100.00 each in payment of the mortgage
balance of $3,597.49.
No. 3
For the third illustration let us compute an 
exact effective interest rate by the use of loga­
rithms. This type of computation can only be 
made by trial and error.
A building and loan company contemplates 
issuing a class of stock for which the investor 
shall pay $5.00 per month for 132 months 
for each $1,000.00 of maturity value. The 
contract provides that 2% of the maturity 
value shall be membership fee and is deducti­
ble from the first payments made. The stock 
is guaranteed to mature in 132 months in the 
event all payments have been regularly and 
promptly made. Query—what interest rate, 
compounded semi-annually, will exactly ma­
ture this stock at the end of the 132nd month?
Let us work with a $1,000.00 certificate. 
The first four payments made will be applied 
as membership fee, or $20.00, so that at the 
end of the first six-month period the amount 
to the credit of the investor will be 2 payments, 
or $10.00, plus a little interest. This amount 
will remain at interest for the remaining 126 
months, or 21 periods. In addition thereto an 
ordinary annuity of $30.00 (6 payments), plus 
interest thereon for odd months will go to the 
investor’s credit at the end of each six-month 
period for 21 periods.
By reference to an annuity table or a build­
ing and loan table we can ascertain that the 
rate lies between 7 ^ %  and 8% per annum. 
Let us try 7.8%. The semi-annual rate will 
be 3-9% and we must first raise 1.039 to its 
21st power.
Log 1.039 is .0166155, which, multiplied 
by 21 gives .3489255 as the log of the 
amount of 1.
And:
.3489082 is log of 2.2331 and .3489276 
is log of 2.2332.
By interpolation:
.3489255 is log of 2.2331892, which is 
the amount of 1.
At the end of the 6th month the investor 
has a credit of $10.10, the 10c being interest 
for the odd months at 7.8%. This amount 
multiplied by 2.2331892 gives $22.55 as the 
amount to which it will accumulate at the end
of the 132nd month. In addition the investor 
pays in a total of $30.00 each six months to 
which we must add $ .6825 as interest, assum­
ing that each payment is made on the first of 
the month. The amount to which this will ac­
cumulate is computed by the ordinary actuarial 
formula of dividing the compound interest of 
1.2331892 by the interest rate of .039, which 
gives $31.62024, which is the amount of an 
annuity of $1.00 per period for 21 periods at 
3.9% interest. This amount multiplied by 
$30.6825 equals $970.19. We may now see 
the extent of error in our trial rate of 7.8% 
as follows:
Amount to which $10.10 accumu­
lates in 126 months, as above. . .$ 22.55
Amount of annuity of $30.6825 for
21 periods, as above..................  970.19
T o ta l......................................$992.74
The above calculation indicates that our trial 
rate failed to mature the certificateto $1,000.00 
in the amount of $7.26.
The next step is to try 7.9% per annum, or 
3-95% semi-annually, in the same manner as 
above outlined. The result will be $998.55, 
showing that this rate is also slightly insuffi­
cient. Interpolation can now be used as fol­
lows:
7.8% interest matures $992.74 
7.9% interest matures $998.55 
An increase of .1% raises the maturity 
$5.81.
$1,000.00 minus $998.55 shows that the 
rate of 7.9% is $1.45 short of the needed 
maturity.
$5.81 divided into $1.45 indicates that 
the rate of 7.9% is short by .25 -of .1%.
The exact rate then, must be 7.9% plus 
.025%, or 7.925% and by the use of loga­
rithms can be proven back by making one more 
computation as previously outlined. Should 
this note prove to be out a few cents another 
interpolation can be made between the second 
and third rates tried, and the effective rate 
brought to within one-ten-thousandths of one 
per cent.
The foregoing illustrations indicate that 
logarithms may be used easily in actuarial com­
putations which would otherwise be extremely 
difficult, without it being necessary for the 
accountant to have any profound knowledge 
of logarithms themselves.
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Questions and Answers Department
Editor, W. T. Sunley, C.P.A., Educational Director 
International Accountants Society, Inc.
At the request of one of our readers we are 
presenting in this issue a solution of Problem 
1 of The American Society's Examination Serv­
ice for November, 1931. The problem appears 
on pages 39 and 40 of the January, 1932, issue 
of The Certified Public Accountant.
It is apparent from the statement of the 
problem that the calculation of the amounts to 
be paid to each partner can be determined by 
finding the capital of each partner at October 
31, 1931, and adding thereto the unpaid 
salaries of $900 each. This is shown in the 
statement "Partners’ Accounts—April 1, 1929 
to October 31, 1931.”
The entire problem resolves itself into a 
series of calculations. As the Goodwill is to 
be determined on the basis of the profits for
1929 and 1930, the calculation of profits and 
losses is divided into two groups, namely, 
"1929-1930” and ”1931.” This division of 
profits and losses is shown in the "Statement 
of Profits and Losses.”
In preparing this statement a number of 
calculations are necessary. These are shown as 
side calculations and as a part of the solution 
of the problem. They may be prepared simul­
taneously with the "Statement of Profits and 
Losses” and the resulting figures carried di­
rectly into that statement. Other figures ap­
pearing in the statement are taken directly 
from the problem.
It will be noticed that the final payment to 
George Gash of $4,500 is not considered an ex­
pense. This represents a distribution of profits 
and is charged to the two partners in accord­
ance with their profit and loss sharing ratio. 
Better Price Garment Distributors 
Statement Showing Payment to be Made 
to Partners for Their Interests
Assets: 0ctober 31- 1931
Accounts Receivable.............. $85,545.08
Inventory................................  22,331.87
Fixtures (costlessdepreciation) 6,342.27 
Goodwill................................  12,136.70
Total Assets............... $126,355.92
Liabilities:
Bank Loan........$10,000.00
Accounts Payable 23,851.52
Total Liabilities..................  33,851.52
Amount to be paid to Part­
ners ..............................$ 92,504.40
To be distributed as follows: 
C. L. Bodd. .$ 65,418.36 
Floyd Gesser. 27,086.04
Total ___$ 92,504.40
Better Price Garment Distributors 
Partners’ Accounts April 1, 1929, to 
October 31, 1931
C. L. Bodd Floyd Gesser 
Original Investment,
April 1, 1929. .$50,000.00 $20,000.00 
♦Profits, 1929-30.. 32,364.53 16,182.26
$82,364.53 $36,182.26
♦Loss, 1931.......... 14,883.58 7,441.79
$67,480.95 $28,740.47
Withdrawals 8,053.72 5,100.00
$59,427.23 $23,640.47
♦Payment to George
Gash .............. 3,000.00 1,500.00
$56,427.23 $22,140.47
♦Goodwill............ 8,091.13 4,045.57
Capital, October
31, 1931.. .. $64,518.36 $26,186.04
Add—Partners’Sal
aries Accrued.. 900.00 900.00
Amounts due 
Partners___$65,418.36 $27,086.04
♦Divided according to profit and loss sharing 
ratio — % to Bodd and % to Gesser.
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Better Price Garment Distributors 
Statement of Profits and Losses April 1, 1929 
to October 31, 1931
1929-1930 1931
Sales..................$627,306.40 $125,461.28
Cost of Goods Sold 372,972.00 74,594.40
Gross Profits. .$254,334.40 $ 50,866.88
Deductions:
Operating Ex­
penses ....$163,432.83
Partners’ Sala­
ries . . . . . . .  12,600.00
Commissions.. 12,500.00
Bad Debts___ 7,500.00
Depreciation on
Inventory ..  8,932.75 
Depreciation on
Fixtures . .. 822.03
Total Deduc­
tions ___$205,787.61
51,641.82
6,000.00*
1,500.00
13,399.13
651.30
73,192.25
N et P ro fit for
1929-1930 ..  .$ 48,546.79
Net Loss for 1931 22,325.37
♦Includes salaries accrued to October 31, 1931. 
Calculation of Goodwill 
Net Profit, 1929-1930................ $48,546.79
Goodwill, 14  thereof..................$12,136.70
Calculation of Depreciation on Inventory: 
Inventory, October 31, 1931... .$44,663.75
Depreciation, 50% ......................$22,331.88
1929-1930
2/5 of $22,331.88......................$ 8,932.75
1931
3/5 of $22,331.88............ ......... $13,399-13
Total .......................... ............$22,331.88
Calculation of Sales and Cost of Goods Sold 
Sales:
1929  $250,922.56
1930   376,383.84
$627,306.40
1931 ...................................... 125,461.28
Total ................................$752,767.68
1929-1930
$627,306.40
=831/3%
$752,767.68
1931
$125,461.68
$752,767.68
=162/3%
Cost of Goods Sold:
Purchases
1929  $165,242.18
1930   200,682.84
1931   126,305.13*
Total ........................ ....... $492,230.15
Less—Inventory, 10-31-31... 44,663.75
Cost of Goods Sold..........$447,566.40
♦Includes purchases unpaid at October 31,1931. 
1929-1930
831/3% of $447,566.40........$372,972.00
1931
16%% of $447,566.40........  74,594.40
Total ................................$447,566.40
Calculation of Bad Debts Expense 
1929-1930
831/3% of $9,000................................$7,500
1931
16%% of $9,000................................$1,500
$9,000
Calculation of Depreciation on Fixtures 1929-30 1931
$3,450.00 @ 10% per year..........$603.75 (1% yrs.) $287.50 (5/6 yr.)
4,365.50 @ 10% per year..........  218.28 (i/2 yr.) 363.80 (5/6 yr.)
$7,815.50 Totals........ $822.03 $651.30
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T A L K I N G  S H O P
A Department Conducted by L. GLUICK, C. P. A.
Taxes
We don’t have to read novels of the prairie 
and farm while such cases as that of Molter 
(US CCA, 10th, August 24th) appear in the 
tax services. Here is a woman who is involved 
in a suit for a large sum of money, arising 
from a large income. Yet the testimony shows 
that when she married, she was a school 
teacher, with some little savings, and her hus­
band possessed "about $100.00 and a horse 
and wagon.” You can follow them from farm 
to farm, across the middle west until they be­
come wealthy; a typically American story; 
and true. Another interesting case is that of 
the merged soap companies. (Court of Claims, 
May 2nd.)
This is the month to join the Red Cross.
No book of recent years has interested us so 
much as "Mechanized Accounting,” by C. R. 
Curtis, who is Chief Accountant of the Brit­
ish and Continental Banking Co., Ltd. Al­
though all 69 illustrations are in pounds, shill­
ings and pence, they should be readily intel­
ligible to any C.P.A. There are only 139 pages 
of text (of which the last is almost thrilling), 
but the material is excellently handled, and our 
British cousin gives us a few ideas for the use 
of machinery which had never occurred or 
been suggested to us. The American edition 
is published in Philadelphia at six dollars, and 
is worth it.
The following is taken from,the New York 
Post of October 13th. Mr. Weeks is a vice- 
president of the Central Hanover Trust Com­
pany. But why did he not tell who was the 
smart accountant?
The Asset Value of Life Insurance 
"Another idea presented by Mr. Weeks 
called attention to the fact that in paying a 
life insurance premium the transfer of the 
money from the bank to the life insurance 
company was simply like taking money from 
one account and placing it in another. He told 
how an accountant had explained this feature
of life insurance premium paying to him.
"It seems that the accountant had been 
called in to go over the private affairs of a 
certain man, and upon finishing the audit he 
spoke to the man about how well he had kept 
his insurance estate intact.
" 'For instance,’ he said 'that check for 
$1,000 which you recently paid to the XYZ 
Insurance Company increased your insurance 
assets by $990. There was only $10 of that 
$1,000 which went for expense.’
"The accountant told Mr. Weeks that in his 
own personal affairs he kept only two special 
accounts, one for investment and the other for 
expense. He kept the cash value of his life in­
surance policies as an investment and charged 
the difference between the increased cash value 
each year and the premium as an expense. 
'Eventually’ he said, 'the cash value rise per 
year will exceed the premium.’ ”
This is the month to join the Red Cross
On November 9th the Accountants Club of 
America will hold a technical meeting which 
will be addressed by Dr. David Friday, noted 
economist.
We have received Vol. 2, No. 1, of I. A. S. 
Review, official organ of the Inter-Collegiate 
Accounting Society. It is an undergraduate or­
ganization, designed to do for the student ac­
countancy clubs, found in every collegiate 
school of commerce, what our Society does 
for the State societies. That is an ambitious 
program and we wish the young men and wo­
men success. If any of the readers of this de­
partment want further information, let them 
write to New York University.
As our readers ought to know by this time, 
office machinery is our pet professional hobby; 
some less friendly acquaintances allege it is a 
disease. Anyhow we were "Johnny on the 
Spot,” when the National Business Show 
opened at the Grand Central Palace on October 
17th. It was the smallest show of its series.
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Many of the leading manufacturers were not 
exhibiting. Which is about the most foolish 
"economy” we can think of (next to not ad­
vertising in this magazine). Two of those 
there had new machines that held us spell­
bound for a half-hour each. And to the extent 
that there were fewer exhibits we enjoyed the 
show more, because we had more time for 
each one. It is a fine sign of the esteem in 
which C. P. A’s are held to note that at the 
New York State Society exhibit held on Octo­
ber 31st, several companies showed their 
wares, which had not been exposed to the 
public gaze at the big show. And we call par­
ticular attention to the fact that one of them 
has finally followed the toothpaste people by 
advertising: "Ask your accountant how our 
machines can help you.” Some sort of medal 
ought to be given this pioneer concern.
On the other hand, a dentist told us that he 
hoped the C P A ’s would profit by the experi­
ence of his professional societies.
Years ago they started, very properly, in en­
couraging manufacturers of dental equipment 
to exhibit at their conventions; charging a fee 
for the space at the convention hall and in the 
program. But from that innocent beginning, 
our informant alleges, has grown many abuses, 
until today the machine people are dictating 
convention programs, and in general running 
the show.
Being a natural skeptic we asked for verifi­
cation. The second man said that it wasn’t 
quite as bad as that, but bad enough. But since 
dentistry was mostly mechanical work, and ac­
countancy was not, he thought we had little 
to fear. Our profession will undoubtedly 
never be so dependent on engines as is dentis­
try; nevertheless it is, and rightly so, making 
increased use of machines. So let this be a 
timely warning.
This is the month to join the Red Cross
Embarrassing Moments 
Morris Troper, who gets out the fine publi­
cations of the New York State Society, tells 
this one. He went to visit a zoo where there 
were a number of lion cubs. An enterprising 
photographer and keeper would arrange to 
take pictures of the cubs held by visitors, 
kitten-like. Troper was persuaded to have his 
picture taken with two of them in his lap. But 
that afternoon the cubs were fractious; they 
started to nip and scratch and presently
Troper found himself following the photogra­
pher over the fence. Safe from the snarling 
pack the keeper laconically remarked: "I guess 
those cubs are just one day too old.”
This is the month to join the Red Cross
Mr. Pace’s magazine for October has this 
on the editor’s personal page: "An occasional 
sprint between employment agencies will also 
help the accountant from becoming soft.” Our 
grammarian says this means there are only 
two employment agencies left in business. If 
there were three or four, the word would be 
among. We say we don’t see how even two 
have managed to survive; and a hike on wood 
trails in Interstate Park is more fun anyhow.
The Shop Talkers 
"Examinations are with us again,” began 
Dash. "Twice a year every youngster and a 
lot of oldsters have nothing else on their 
minds, and it just disrupts work.”
"Can you blame ’em,” answered the Kid. 
"You worried about them too. And they 
mean more and more nowadays. Regulations 
or no regulations, a certificate is becoming a 
necessity.”
"I know,” said Dash. "But the darn pres­
sure of it all. Boys who know their stuff 
crack-up under the strain and flunk, and lose 
confidence.”
"We’ve discussed that before,” put in Old- 
timer, "and rather substantially agreed that the 
ability to work under pressure was a part of the 
test. We have to do it ourselves frequently.” 
"Yes,” replied the Kid. "But we don’t cram 
for it the way they do for exams. We just 
work.”
"Even the cramming has its merits,” said 
Oldtimer, "although I never realized it until 
just a few months ago. My Boy . . . .”
"By the way, why doesn’t Junior come 
around any more?” interrupted Blank.
"Just manages to be working too hard the 
days we assemble,” replied Oldtimer. "And 
then my son showed me an article in the 
alumni magazine of his college about the stu­
dent who was sent to a Disarmament Confer­
ence in Geneva. He had quite a time of it, 
but the point of it is this: Called upon unex­
pectedly for a speech on a topic for which he 
was unprepared, he simply, almost uncon­
sciously fell back on his college habits. He 
crammed himself half the night with all avail­
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able data, and in the morning got off a first 
class oration that was well received.”
"By gosh!” exclaimed the Kid. "I remem­
ber that now. I read it last May. Boy’s name 
was Jim or Fred Green. Yes, that time cram­
ming was Okay.”
"It is at other times,” said Blank sagely, 
"although I do not recommend it as a regular 
means of obtaining and retaining knowledge. 
A couple of years ago I was suddenly called 
upon to testify in a case. The facts of which 
I was supposed to have knowledge were nearly 
six years old. I dug up my old case file, and 
spent half the night going over it in detail. 
Refreshing my memory, but much of the stuff 
seemed entirely new. Then in the morning, I 
stoppecKat the library on my way to court, got 
a book on the industry, and crammed trade 
terms for an hour. The result was that I was 
a perfect witness. Answered questions with 
assurance; spoke the language the parties un­
derstood. But a week later I could not have 
recalled two of the scores of figures I’d testi­
fied to so glibly.”
"And the point, I take it, is,” said Old- 
timer, "that the practice you got in cramming 
as a student made it possible to perform this 
stunt in court.”
"Precisely,” replied Blank.
"Yes,” said the Kid, "but without any study 
now I remember one fact in my English His­
tory. There was once a man named Crammer. 
And he was hung.”
Note by Shopkeeper: We checked up the 
Kid and he is not quite accurate. Archbishop 
Thomas Crammer was beheaded during the 
reign of Mary Tudor. To which the Kid 
might reply, "Well, I’m not going to Cranmer 
head off!”
This is the month to join the Red Cross
Public Expenditures
(Continued from page 649) 
about it; we can even make speeches 
about it—some of us do. But regardless 
of what we think or say, the simple fact 
remains—it has to be done.
What does this question of public expendi­
tures mean—as a practical matter—to you and 
me?
It means that as citizens we will vote for 
candidates for election to Congress who stand
for real retrenchment and who give promise 
of doing something more than standing—of 
rolling up their sleeves and going to work— 
if elected.
Beyond individual efforts, you are an in­
fluential group of men. As counselors whose 
advice is highly regarded—and justly so—you 
have opportunities to multiply the force of 
your individual opinion—well, I will not at­
tempt to calculate how many times. Your ac­
tive interest can be most effective in producing 
tangible results.
We are in a fight that we have to win. The 
time has gone by when any one can fail to 
realize the urgency and necessity of national 
economy and tax relief.
It is the task of all of us to contribute our 
bit to a rising tide of public opinion that will 
reach such proportions in November, and 
later, as Congress convenes and buckles down 
to work, that there can be no mistaking the 
mandate of the American people.
I believe that is going to happen—that it 
is happening—and that by adopting a pro­
gram of real retrenchment in the operations 
and cost of government, we will take the most 
important step that remains to be taken to 
end the depression, hasten permanent recovery 
and make certain renewed progress and re­
stored prosperity of our common country.
BANK AUDITORS’ CONFERENCE
The first Eastern Regional Conference of 
the National Conference of Bank Auditors 
and Controllers was held in Washington, D. 
C., on October 21 and 22, 1932.
The idea of regional conferences was origi­
nally sponsored by Arthur Linn, C.P.A., Audi­
tor of the Federal American Bank and Trust 
Company of Washington, and a member of 
The American Society of Certified Public Ac­
countants. It was announced at the closing 
banquet that although sponsored by the cities 
of New York, Philadelphia, Baltimore, and 
Washington, there were actually present more 
bank auditors and controllers than had ever 
attended any of the national conferences.
Two papers were of special interest to ac­
countants. One by H. Statler Nolen, of the 
Baltimore Trust Company, on "Branch Bank 
Audits,” and the other by Charles D. Hamel, 
former Chairman of the Board of Tax Ap­
peals, on "The Bank as a Tax Adviser.” The 
chief speaker at the banquet was David Law­
rence of the United States Daily.
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Accounting as an Aid to Management*
By F. J. Field, Denver, Colorado
I. Relationship of the Accounting 
Department to the Management
CTEADILY passing before the eyes of the 
^  accountant is an interesting narrative—a 
story of the progress of the business. That 
story contains many incidents of small and 
of great importance; it may picture climax 
and anti-climax; it may portray periods of 
suspense, even breath-taking moments; it may 
delight the careful reader with triumphs, or 
alarm him with tragedies. Not only are inci­
dents related in that story, but there is also 
given an interpretation of causes and effects. 
It is a vital story of the life of the business 
that is revealed to one who understands the 
language of accountancy.
If the manager does not understand that 
language, the history of the business must 
be interpreted to him before he can receive 
the benefit to which he is entitled as a con­
sequence of his maintenance of the account­
ing department. Even though the manager 
be a qualified accountant, he still has need 
for the same interpretation because his execu­
tive duties do not leave him sufficient time 
to read and digest the voluminous records 
from which the accountant prepares his re­
sume. Without these digested facts the man­
ager cannot direct the business in a scientific 
manner.
A. Responsibilities and Duties of the 
Management
The management is responsible to the in­
vestors for an intelligent and effective use of 
their funds. The investors demand adequate 
return on their capital and safety of their 
principal. To meet these demands it is neces­
sary that the management be in position to 
execute commands putting into immediate 
effect decisions based on sound judgment. 
Except in a very small business it is impos­
sible for the manager to be in such close 
touch with the whole organization that he 
can sense the conditions and act on intuition.
♦Thesis prepared in 1932 C.P.A. Review Class, 
School of Commerce, Accounts and Finance, Uni­
versity of Denver.
It is therefore his duty to procure facts scien­
tifically analyzed and interpreted in such man­
ner that they form the basis of logical rea­
soning. For this information, analysis, and 
interpretation, he depends upon the account­
ing department.
B. Responsibilities and Duties of the 
Accounting Department
The accounting department has not met its 
responsibilities and fulfilled its duties when 
it has merely kept an accurate set of books 
and submitted to the management a correct 
balance sheet and income statement. Of a 
bookkeeper perhaps no more could be ex­
pected; but of an accountant, worthy of the 
title, it could almost be said that at the con­
clusion of such accomplishment his most use­
ful work had hardly begun. As suggested in 
the first paragraph of this paper, the account­
ant has read the voluminous life story of the 
business. If he does not abstract from that 
mass of facts the information that is of vital 
consequence in the conduct of the business, 
he is not an accountant, but merely a book­
keeper.
Furthermore, it is not sufficient that the 
accountant understand the significance of im­
portant facts as they come to light; nor even 
that he casually mention them to the manager. 
The competent accountant is a real student; 
he is an analyst and an interpreter. First of 
all he must condense the information to which 
he has access in order that he himself may 
get a better perspective and a better compre­
hension of the condition of the business as 
a whole, and of each significant fact in its 
relationship to the whole unit. After this 
condensation and study, the accountant should 
prepare analytical statements in such form 
that they emphasize important facts and rela­
tionships in a manner that is readily compre­
hensible to one not trained in accountancy. 
These statements should be presented to the 
management, and their contents should be ex­
plained, elaborated, and interpreted to throw 
light on information that might be valuable 
to the executive.
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II. Nature and Use of Information 
Supplied by Accounting Department
In considering accounting as an aid to man­
agement, one. feels the necessity of viewing 
the information supplied by the accounting 
department from the standpoint of the busi­
ness manager. What does the manager want 
to know? What information will aid him 
most in performing his executive duties, in 
his efforts to promote the welfare of the busi­
ness? To illustrate what might be uppermost 
in the mind of an able executive, let us sup­
pose that a proprietor had just returned from 
a lengthy visit in Europe, and that during his 
absence he had received but meagre reports 
from the man who had been left in charge 
of his business. Perhaps the first three ques­
tions he would ask might well be:
a. Are you doing a good volume of busi­
ness ?
b. Are you making a reasonable profit?
c. Is the anatomy of the business organism 
in a healthy condition?
These three fundamental questions will 
form the basis of our analysis in the remainder 
of this paper. When an accountant has given 
an intelligent answer to these three questions 
and supplied an analysis of his conclusions 
and interpretations, he has rendered a valu­
able service to management.
A. Volume of Business
Volume of business is perhaps the first and 
most important thing that comes into the 
mind of a manager, because without sufficient 
volume on which profits can be earned, the 
merge the enterprise in debt and sink it to
bankruptcy. There are several reports con- 
overhead expenses of the business will sub- 
cerning the volume of business that should 
be supplied by the accounting department. 
Stated merely in dollars and cents, volume 
means very little until it is compared with 
other amounts; and since there are many 
amounts with which comparison should be 
made, it is well to devise some means of por­
traying these relative quantities graphically 
to emphasize their comparative values.
1. Is Volume Increasing?
Is volume increasing or is it decreasing? 
Is the sales organization becoming more or 
less efficient? It might appear at first thought 
that a simple statement of the amount of 
sales each day would answer these questions; 
but in reality such a statement reveals only 
a small part of the story. The fluctuations 
from day to day are often so great that fig­
ures alone do not reveal trends. Even graphic 
charts showing this information alone, though 
more helpful, fail to give all the desired in­
formation. Still remaining are the questions: 
Is the season of the year one during which 
an increase in sales can rightfully be expect­
ed? If so, how great an increase might be 
anticipated? If not, what is the minimum 
decline that must be suffered?
Chart number 1 attempts to answer the fore­
going questions by one of several methods 
that might be used. This chart shows graphic­
ally the current weekly sales in comparison 
with sales for corresponding weeks averaged 
over the period of the preceding five years. 
The amount of sales, however, is not shown 
in dollars; rather, it is shown as a percentage
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of the net investment in the business at the 
beginning of the year. If the amount were 
shown in dollars, the comparison might not 
be fair, because in case the business had been 
expanding, and the investment increasing, a 
greater volume should be expected.
In the case illustrated on the chart, it may 
be noted that the average sales for the five 
year period steadily increased from the first 
to the eighth week of the year. It may be 
assumed, therefore, that the season is one dur­
ing which it is reasonable to expect an in­
crease in sales volume. Despite this the chart 
shows that during the current year, sales actu­
ally declined from the third to the sixth week. 
Something wrong! The management appa­
rently took notice, and the tide turned.
What has this to do with the subject of 
this theme, Accounting As An Aid to Busi­
ness? Just this: the accounting department 
furnished a chart that indicated that the sales 
department was not functioning so efficiently 
as it had been for the past five years; the 
management was put on guard, and took ef­
fective action.
Another feature of this chart is that it in­
dicates the minimum volume of business 
necessary to defray the overhead expenses of 
the business. Before an enterprise can earn 
a cent of net profit for a given period of 
time, it must first do a sufficient volume of 
business so that the entire gross profit there­
from will offset the ordinary overhead ex­
penses. These usually remain fairly constant; 
and since the percentage of gross profit also 
usually remains fairly constant, it follows 
that the minimum amount of sales necessary 
to pay these expenses can easily be determined. 
A line indicating this minimum is shown on 
the chart. This serves as an incentive to 
stimulate sales activities because it is realized 
that the firm is operating at a loss until this 
minimum line is reached. After this line is 
passed, there is also an incentive to procure a 
maximum volume of sales, because then the 
expenses of doing business have been met 
and practically all of the gross profit there­
after becomes net profit. It is human nature 
to strive for a large volume when it is real­
ized that for only a short time all profits will 
be net profits.
This chart also shows a practical applica­
tion of a financial ratio to which accountants 
and executives attach great importance, that
of sales to net worth, or sometimes called 
turnover of net worth. To illustrate: 
assume that the average weekly sales for the 
fifty-two weeks of the year are shown on the 
chart to be 20% of the net worth of the 
business. Then for the entire fifty-two weeks, 
the sales would be 52 times 20% of the net 
worth or 1040% of the net worth. This is 
equivalent to a yearly sales volume of 10.4 
times the net worth of the business; hence, a 
net worth turnover of 10.4.
This turnover or ratio is a test of over­
capitalization. If it is found to be decreasing, 
it is evident that the investment of the stock­
holders is not used so efficiently as formerly. 
If the sales volume cannot be increased, then 
it is apparent that the business has become 
over-capitalized. Chart number 1 shows the 
status of the business in regard to this ratio 
at the end of every week; thus it helps to 
guard against over-capitalization as well as 
to indicate the trend of sales volume.
Occasions will be found when it will be 
advisable to add to this chart a line indicating 
a quota to be striven for. This is especially 
true when general business conditions or sales 
resistence is widely different from what had 
been experienced during the five preceding 
years.
A chart similar to the one just described, 
but showing monthly sales instead of weekly 
sales, would show trends more vividly because 
it would deal with percentages over four 
times as great. Such a chart would meet the 
requirements very satisfactorily provided the 
activities of the business as a whole were also 
depicted as illustrated on chart number 2.
After a knowledge of trends and activities 
is gathered from chart number 1, it becomes 
necessary to analyze the business in greater 
detail to determine which departments are 
below a par of efficiency. Here, the chart 
just described does not serve the purpose so 
well because the sales of an individual de­
partment bear a comparatively small percent­
age relationship to the net worth of the en­
tire business. For this purpose chart number
2 is better adapted. Each day’s sales can be 
graphically shown on this chart by drawing 
a single line about an inch long. Since the 
daily sales is always known, this chart can 
be kept up to date with very slight effort. 
And, as may be seen by reference to the chart, 
the cumulative sales for the current month
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may be instantly compared with the average 
sales for the corresponding period during the 
five years preceding. If desired, this chart 
may also have a quota line to stimulate the 
interest of the department head.
This chart, supplied by the accounting de­
partment, enables the management to see at 
a glance the daily accomplishments of each 
department.
2. Is Sales Volume in Keeping With 
General Conditions?
Under some conditions comparison of 
monetary amounts as suggested above is not 
satisfactory. The price level may have 
changed. If it has gone down, an equal phys­
ical volume of business would show a smaller 
monetary volume; and vice versa if the price 
level had raised. In such case the line show­
ing the five-year average on the chart can be 
adjusted to reflect the changed price level.
It is also good practice to watch the activi­
ties of competitors and others in similar lines 
of business and to use the information thus 
obtained in formulating quotas to be indi­
cated on the charts.
B. Profits and Expenses
Referring again to the proprietor who has 
just returned from Europe, and who has now 
been informed regarding the volume of busi­
ness, we are reminded of his next question: 
'Are you making a reasonable profit?” Be­
sides the amount of profit, the manager wants 
to know the trend; that is, whether the profits 
are increasing or decreasing. He also wants 
to know why the profits are no greater than 
they are, and what can be done to increase 
them. With these objectives in view, we shall 
present an analysis of relationships that have 
an important bearing on net profits. Such 
relationships are the following:
1. Percentage earned on net worth at be­
ginning of year.
2. Percentage of net profit earned on sales.
3. Inventory turnover (on annual basis).
4. Selling expense, percentage of sales.
5. Advertising cost, percentage of sales.
6. Indirect overhead expense, percentage 
of sales.
7. Turnover of net worth (expressed on 
annual basis).
8. Turnover of working capital (expressed 
on annual basis).
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9. Turnover of fixed assets (expressed on 
annual basis).
The percentage and the turnover figures 
suggested will have considerable more value 
if they are compared with similar figures for 
corresponding periods of time in former 
years. To facilitate such comparison, forms 
should be prepared similar to the following. 
At the top of each form the significance of 
the information given should be shown. In­
formation will enable the management im­
mediately to detect declining profits, and to 
determine the reasons for such declines. 
Armed with such knowledge, the manage­
ment is in position to take effective action 
to remedy the evils. Thus the accounting de­
partment furnishes a scientific interpretation 
of facts that are invaluable to management.
The charts referred to analyze volume of 
BUSINESS.
The forms suggested analyze profits and 
EXPENSES.
STANDARD FORM
5-Year
Period | 1!W1 1932 1933 1934 1935
January 1!
February
March
April
May
June
July
1
1
August
September
I
October
November
1
1
December
1
1
Year
FORM HEADINGS
1. PERCENTAGE EARNED ON NET 
WORTH AT BEGINNING OF THE YEAR. 
—This shows the earning power of the net in­
vestment in the business. Has the business proved 
to be a profitable investment? Is it becoming 
more or less profitable from an investment stand­
point ?
(Figures represent earnings on an annual basis.)
2. PERCENTAGE OF NET PROFIT 
EARNED ON SALES. — This indicates the 
number of cents that remain as net profit out of 
each dollar of sales after all costs have been paid. 
A declining ratio usually indicates (1) that the 
volume of sales is declining, or (2) that the mar­
gin of profit is decreasing, or (3) that the over­
head expenses are increasing.
3. INVENTORY TURNOVER. (Stated on 
an annual basis).— Computed by dividing the cost 
of goods by the average inventory. This turnover 
should be kept as high as possible. On each turn­
over a margin of profit is realized, and discounts 
are earned. A  slow turnover usually indicates 
(1) inactivity of the sales department, or (2) 
over-investment in inventory.
4. SELLING EXPENSE, % OF SALES.— 
This ratio calls immediate attention to any change 
in the efficiency of the sales department. If sales 
decline and salesmen’s salaries and other selling 
expenses do not decline correspondingly, this fact
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is immediately indicated by a rising ratio in this 
table.
5. ADVERTISING COST, % of SALES.— 
This ratio indicates the number of cents that is 
spent for advertising for each dollar of merchan­
dise sold. Under changing conditions just what 
part of the gross profit can profitably be spent 
for advertising?
6. INDIRECT OVERHEAD EXPENSE, °/o OF SALES.— Every business has indirect 
overhead expenses such as general administrative 
expenses, janitor service, taxes, rent, etc. Can 
these be reduced without reducing the volume 
of sales? An increasing ratio usually indicates 
either (1) that sales volume is declining, or (2) 
that overhead expense is increasing.
7. TURNOVER OF NET WORTH. (Ex­
pressed on annual basis).— Computed by dividing 
the net sales (expressed on an annual basis) by 
the net worth of the business. The net invest­
ment in the business can be made productive only 
by a large proportionate volume of sales. A de­
clining ratio indicates either (1) that the volume 
of sales is decreasing, or (2) that the investment 
in the business is increasing more rapidly than 
is the volume of sales.
8. TURNOVER OF WORKING CAPITAL. 
—Computed by dividing net sales by the average 
net current assets. Working capital represents the 
net current assets. If these are to be used with 
the greatest degree of efficiency, they should be 
turned over as many times as possible during the 
year. Slow turnover indicates inefficient use of 
working capital; and may result from over­
investment in current assets or from small sales 
volume.
9. TURNOVER OF FIXED ASSETS.— 
(Stated on an annual basis).—Computed by divid­
ing net sales by total fixed assets. Too often fixed 
assets are expanded without resulting in a pro­
portional increase in sales. This indicates de­
creasing efficiency in the use of fixed assets. It 
results from over-investment in fixed assets or 
from insufficient sales volume. This turnover 
should be kept as high as possible.
C. Health of the Business Organism
Thus far we have been concerned with (I) 
VOLUME OF BUSINESS, and (2) PROFITS AND 
expenses. We shall now consider the third 
question asked by the proprietor on the re­
turn from his European trip, namely, "Is the 
anatomy of the business organism in a healthy 
condition?” Besides the very important du­
ties of striving for a maximum volume of 
business and of making immediate profits, 
the management is charged with the respon­
sibility of maintaining the business organism 
in a healthy condition.
There are certain diseases to which nearly 
every business is just as subject as is the hu­
man body to the catching of a cold, and the 
development of that into pneumonia. These 
business diseases are just as dangerous, in 
their latter stages, as is pneumonia to the 
human being. Most conspicuous of these 
business ailments are (1) uncollectible receiv­
ables, (2) stagnant inventories, (3) burden­
some payables, (4) low current liabilities, 
and (7) excessive total debt.
These may properly be regarded as diseases 
of the business organism because they ad­
versely affect the structure of the organization 
and can be detected in an X-ray photograph 
of that structure—that is, their presence is 
reflected in the balance sheet. The balance 
sheet is a picture of the business physique. 
When it is in a sound and healthy condition, 
the different parts of this business body bear 
a symmetrical relationship to each other; and 
the business structure appears strong and 
capable as does the well-built athlete. When, 
on the other hand, there is a lack of sym­
metry, the business, like the man with a 
hunchback, is unable to stand the strain of a 
trying ordeal. These unsymmetrical develop­
ments are brought to light by the use of ratio 
analysis. The management depends chiefly 
upon the "diagnostician-accountant” to point 
out the first symptoms of abnormal condi­
tions.
1. Uncollectible Receivables
A monthly list of all past-due receivables 
classified according to age provides an aid 
in checking up on the efficiency of the credit 
and the collection departments. This should 
be supplemented by a careful study of the 
balance sheet. Determination of the ratio of 
annual sales to receivables is a step forward 
in analyzing the condition of the receivables. 
This same information may be expressed as 
the number of days of sales outstanding in 
the form of receivables. Knowledge of these 
facts, when compared with past records or 
with the experiences of other companies, en­
ables the management to apply pressure at 
the right time. Another measure that is valu­
able in ascertaining the condition of the re­
ceivables is the ratio of quick assets to cur­
rent liabilities; that is, the ratio of cash and 
receivables to current liabilities. It is the duty 
of the accounting department to discover any 
ailments indicated by these measures; and
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then it becomes the work of the management 
to administer the medicine or perform the 
necessary operation.
2. Stagnant Inventories
Stagnant inventories, especially in lines of 
business dealing in commodities of changing 
style, constitute a serious menace to the busi­
ness structure. The management depends up­
on the accounting department not only to dis­
cover such conditions, but also to determine 
their cause. It may be due to excessive pur­
chases, or to the purchase of goods in little 
demand, or to the failure to reduce prices 
on obsolescent merchandise, or to inactivity 
of the sales department. The action of the 
management awaits the diagnosis of the ac­
counting department. The ratio of annual 
sales to inventory is helpful in judging the 
condition of the inventory, especially when 
it is compared with the same ratio at previ­
ous times and with the ratios maintained by 
other firms in the same line of business. An­
other measure of value in this connection is 
obtained by the comparison of two closely 
related ratios: the ratio of current assets to 
current liabilities and the ratio of quick as­
sets to current liabilities. If the former ratio 
is favorable but the latter is not, it may be 
suspected that too large a proportion of the 
current assets are tied up in a stagnant in­
ventory.
Inventory to net current assets is another 
ratio that serves to indicate the condition of 
the inventory. It shows the percentage of the 
net current assets that are tied up in this 
form. If this percentage is too high, the 
working capital is not flexible enough to ac­
commodate the requirements of the business, 
and the inventory should be reduced so as to 
release more current assets to be used for 
other purposes.
3. Burdensome Payables
Burdensome payables sometimes result 
when the financing is not properly managed. 
If it is found difficult to take advantage of 
cash discounts, the accounting department is 
responsible for ascertaining the reason. It 
must be determined whether the difficulty 
lies in the fact that funds that should be 
liquid are tied up in inventories, receivables, 
or other assets; or whether there is need for
long-term financing or additional capital.
Some clue to the reason for difficulty in 
meeting current obligations can often be 
found by examining the ratios discussed. It 
is a natural consequence that current liabili­
ties would be difficult to meet if an excessive 
amount of the working capital were invested 
in slow receivables or stagnant inventories. 
The same embarrassment would occur in case 
too .large a portion of the total capital were 
invested in fixed assets, thus leaving a scanty 
working capital.
There are some relationships to be seen on 
the balance sheet that quickly call attention 
to difficulty in meeting current obligations. 
Among these may be mentioned the ratio of 
cash to current liabilities, and the ratio of 
cash and receivables to current liabilities. If 
the cash itself is insufficient to meet a large 
portion of the current debts, no concern need 
be felt provided receivables that are readily 
collectible may be used for this purpose. It 
should be certain, however, that the receiva­
bles can be collected within a reasonable time. 
Another significant ratio is judging the liquid 
position of a company is that of current lia­
bilities to net worth. This shows the extent 
to which the business depends upon the gen­
erosity of current creditors.
4. Low Current Ratio
The current ratio is found by dividing the 
current assets by the current liabilities. This 
furnishes a valuable measure of the ability of 
the business to meet its current obligations as 
they come due. No standard ratio can be de­
termined upon as best for all types of busi­
ness; but experience will indicate the ratio 
that should be maintained in any particular 
business. And when trends point to the fact 
that the enterprise is approaching the lowest 
ratio consistent with safety, special effort 
should be made to raise that ratio.
A supplementary ratio, quick assets to quick 
liabilities, should be used in conjunction with 
the current ratio. This is found by dividing 
the current liabilities into the quick assets; 
that is, the cash and current receivables. The 
value of this ratio is apparent because it as­
sumes that these assets will be available to 
liquidate current liabilities as fast as they 
come due. The current ratio, on the other 
hand, gives cognizance to inventories which
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may not be turned into cash soon enough to 
meet maturing obligations.
These two ratios are useful in judging 
whether the assets are liquid enough to obvi­
ate the possibility of embarrassment at the 
hands of immediate creditors. These ratios 
are also closely observed by bankers when 
contemplating the granting of a loan. For 
this reason maintaining favorable ratios has 
an important bearing on the credit standing 
of the concern.
5. Unproductive Fixed Assets
Unproductive fixed assets sap the lifeblood 
of a business organization. Too often is a 
business expanded, especially during periods 
of temporary prosperity, with the vain hope 
of earning on the new fixed assets a return 
comparable with the income produced by the 
former establishment. The new investment 
drains the business of its working capital, and 
the management comes to the realization that 
the new equipment can be employed only to 
an extent far below its capacity. Careful analy­
sis by the accounting department should warn 
against such over-expansion.
The ratio of annual sales to fixed assets 
indicates the efficiency with which the prop­
erty is used. If approximately the same amount 
of sales could be made with a smaller invest­
ment in fixed assets, the capital is not in­
vested to the best advantage. Every dollar 
of fixed assets should be made to add to the 
total volume of business, or the investment 
should be reduced.
The ratio of fixed assets to net worth 
shows whether there has been an over-ex­
pansion in fixed assets. Such over-expansion 
is a dangerous policy because it leaves so lit­
tle capital to be used in carrying on the neces­
sary current transactions. Or if the owner­
ship of a large amount of fixed assets is 
made possible by a large fixed indebtedness, 
there is danger that an extended period of 
depression or ill-fortune may make the pay­
ment of that indebtedness burdensome or 
even impossible, and the property may be 
lost.
6. Excessive Current Liabilities
Excessive current liabilities place a busi­
ness in a precarious condition. In such case
the manager cannot procure a bank loan; he 
cannot replenish his inventory sufficiently; he 
cannot meet maturing obligations; and he 
is constantly embarrassed. Any tendency to­
ward such condition should be checked be­
fore it becomes serious. The two ratios men­
tioned above, the current ratio and that of 
quick assets to quick liabilities, are useful in 
detecting the approach of such a condition. 
But they should be supplemented by the fol­
lowing ratios:
1. The ratio of cash to bank loans.
2. The ratio of cash to current liabilities.
3. The ratio of current liabilities to net 
worth.
The last ratio indicates whether the busi­
ness is depending too much on current lia­
bilities as a source of capital. Fixed assets 
should not be financed with current liabilities. 
And the management should refrain from 
investing in any assets, whether fixed assets, 
receivables, inventories, or any other type of 
asset to an extent that will cause the current 
position of the business to be jeopardized. 
Current assets must be kept liquid to provide 
working capital with which to operate.
7. Excessive Total Debt
To be substantial a business must not de­
pend too much on borrowed capital. It may 
happen that conditions will change, and cred­
itors will demand their money. To guard 
against any such emergency, a percentage of 
the profits should be used to liquidate lia­
bilities until the enterprise stands upon a solid 
foundation. Tests of the stability of the busi­
ness from the standpoint of indebtedness can 
be made by keeping a record of the follow­
ing ratios:
1. Total debt divided by net worth.
2. Fixed assets divided by net worth.
3. Net worth divided by total assets.
The first of these ratios shows the extent 
of the liabilities in proportion to the net 
worth of the business. The safety point will 
vary with the type of business; but the man­
agement should not plunge the enterprise in­
to debt beyond a reasonable percentage of 
the net worth.
The second of these ratios should guard 
against the investment of too great a per­
centage of the net worth in fixed assets. To 
overlook this caution would be to contract
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a burdensome debt through over-expansion.
The third of these ratios shows the per­
centage of the total assets that really belong 
to the business; that is, the percentage of the 
assets that are really net assets over and above 
all indebtedness. A business that looks pros­
perous, to view its physical assets, might pre­
sent a pathetic picture when this ratio is cal­
culated. A business cannot be stable and safe 
when this ratio runs low. Such a business 
would be in danger of going into the hands 
of a receivership.
The third part of our analysis concerns the 
HEALTH OF THE BUSINESS ORGANISM. It will 
be much easier to keep this analysis in mind, 
and to note trends leading to better or to 
worse conditions if a device is provided to 
facilitate comparisons for successive dates of 
investigation. For this purpose the standard 
form may be utilized with indicated headings. 
This makes it possible easily to diagnose the 
condition of the business physique; and to note 
whether it is becoming a stronger or a weaker 
physical entity. By means of such compari­
sons the management is immediately put on 
notice when unfavorable trends develop; and 
is thus enabled to take effective action to 
remedy evil conditions before they become 
chronic.
10. RECEIVABLES TURNOVER.— Com­
puted by dividing the net sales (expressed on an 
annual basis) by the outstanding receivables. This 
should approximate the average term of sale. 
This checks the efficiency of the credit and the 
collection departments; and guards against over­
investment in receivables.
11. QUICK RATIO.—Computed by dividing 
the cash and receivables by the current liabilities. 
This shows the ability of the firm to meet matur­
ing obligations out of present cash and receivables, 
provided the receivables are collectible as fast as 
the obligations fall due. It is a test of the liquid 
oosition of the firm.
’ 12. CURRENT RATIO.— Computed by divid­
ing the current assets by the current liabilities. 
This is a measure of the current working capital 
position of the business. It is useful in determin­
ing whether there is an over-investment in inven­
tories. It is often used by banks in investigating 
and rating the credit standing of a firm.
13. INVENTORY DIVIDED BY NET 
CURRENT ASSETS.— This assists in ascer­
taining whether there is an over-investment in 
inventory. It shows whether too large a portion 
of the working capital is tied up in stagnant in­
ventories.
14. CASH DIVIDED BY CURRENT LIA­
BILITIES.— This is a test of the cash position 
of the business; and shows the ability to pay lia­
bilities immediately. It furnishes some indications 
as to whether payables are becoming burdensome.
15. CURRENT LIABILITIES DIVIDED 
BY NET WORTH.— This shows the percentage 
of the net worth that is owed in the form of 
current liabilities. It is a test of the liquid posi­
tion; and a test of whether payables may be get­
ting burdensome.
16. SALES (expressed on annual basis) 
DIVIDED BY FIXED ASSETS.— This is a 
test of over-investment in fixed assets. It shows 
whether the fixed assets are used efficiently in 
producing sales. If approximately the same volume 
of business could be done with a smaller invest­
ment in fixed assets, these assets are not now 
used with the greatest efficiency.
17. FIXED ASSETS DIVIDED BY NET 
WORTH.— This shows the percentage of the 
net worth that is tied up in fixed assets. It is a 
test of over-investment in fixed assets. If too 
great a percentage of the net worth is invested 
in fixed assets, it does not leave a large amount 
of working capital; and the fixed assets cannot 
be utilized to the full extent of their capacity.
18. TOTAL DEBT DIVIDED BY NET 
WORTH.— This shows how heavy is the total 
debt in proportion to the net worth. It is a test 
of excessive indebtedness; or of under-capitaliza­
tion. An increasing ratio is unfavorable.
19. NET WORTH DIVIDED BY TOTAL 
ASSETS.— This shows the percentage of the 
total assets that really belong to the business over 
and above all indebtedness. It is a test of exces­
sive indebtedness; and a test of the stability of 
the business. It points out whether the business 
is in position to weather a severe storm; and to 
stand independently regardless of the attitude of 
creditors.
Reliance of the Management of the 
Accounting Department
The direction and control of the business, 
the enforcement of executive orders, the fu­
ture-planning, the initiative and the driving 
power are in the hands of the executive; but 
his judgment is based largely upon the men­
tal pictures furnished by the accounting de­
partment. The balance sheets are snapshots 
of the business at given intervals; charts of 
progress are moving pictures of the business 
in action; and accountants’ interpretations 
are talkies that reveal the secrets, emotions, 
pulse-beats, and heart-throbs of the business. 
They give the management the intuition, the 
inspiration, the scientific facts, the good 
judgment that lead to business prosperity. The 
accounting department is indispensable to in­
telligent management. It does not represent 
an expense, but rather an investment in future 
security.
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W i s c o n s i n  C .  P .  A . E x a m i n a t i o n
NOVEMBER 11, 12, and 13, 1931
P r o b l e m s
(Part I —  Time Allowance —  5 Hours)
Problem 1. (W eight 30 Points)
The Cobel Manufacturing Company of Beloit, Wisconsin, entered into an 
agreement as of January 1, 1930, with the Begow Sales Company of Chicago.
The agreement provided that Begow Sales Company was to become the 
sole distributing agent for the Cobel Manufacturing Company under the 
following conditions:
1. The entire output to be marketed through the Begow Sales Company.
2. Deliveries to be made promptly in desired quantities, not to exceed at 
contract price, $125,000 in any one month, nor less than $500,000 per annum.
3. The contract price is to be actual manufacturing cost (exclusive of 
administrative and financial expense) plus 10%.
4. During the year, shipments are to be billed at an estimated cost plus 
10%. At the end of the year, the actual costs are to be determined and adjust­
ments made to the contract basis.
5. The inventories of January 1, 1930 are at actual cost, and are not sub­
ject to adjustment. Estimated costs during 1930 are determined by using actual 
material and labor costs and applying the 1929 burden rate of 75% of produc­
tive labor wage until the correct burden rate is obtained.
6. The shipments are to be made on consignment, the Begow Sales Com­
pany to advance 50% of the billed price upon receipt and the remainder to be 
remitted when the goods are sold. Unsold merchandise may be returned sub­
ject only to the $500,000 annual minimum.
7. The Begow Sales Company is to establish the sales price to the trade 
and have complete jurisdiction over marketing. The Cobel Manufacturing Com­
pany is, however, to receive 30% of the gross profits of the sales agent as deter­
mined at the end of the year after adjustment to contract cost has been made.
The trial balance taken from the books of the Cobel Manufacturing Com­
pany as of December 31, 1930, is as follows:
Cash ..........................................................$ 307,686.28
Raw Material 1/1 /30................................  79,540.33
Goods in Process 1/1/30..........................  118,375.42
Finished Goods 1/1/30............................  207,604.28
Begow Sales Co.........................................  80,635.50
Investments ..............................................  280,145.00
Land .......................................................... 102,190.00
Factory Buildings......................................  137,800.00
Reserve for Depreciation..........................  $ 15,146.14
Machinery and ^Tools................................  199,817.62
Reserve for Depreciation..........................  22,792.68
Office Equipment......................................  8,491.13
Reserve for Depreciation..........................  903.22
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Prepaid Insurance—Factory......................  2,896.45
Factory Supplies........................................  13,584.54
Notes Payable ..........................................  100,000.00
Accounts Payable ...................................... 94,318.49
Bonds Issued ............................................  300,000.00
Capital Stock ............................................  500,000.00
Surplus ...................................................... 190,708.94
Shipments to Begow Sales Co...................  1,427,707.60
Raw Material Purchases..............................  434,201.76
Productive Labor ......................................  372,754.21
Non-Productive Labor ..............................  171,354.10
Factory T axes............................................  7,700.00
Factory Repairs ........................................  3,841.21
Power, Heat and Light..............................  17,943.89
Office Salaries............................................  64,912.50
Office Expense .......................................... 37,215.46
Interest Income..........................................  12,112.61
Interest Expense........................................  15,000.00
$2,663,689.68 $2,663,689.68
Notations for Adjustments, December 31, 1930:
Raw Materials Inventory..........................................................$ 82,345.60
Goods in Process Inventory
Raw Material ................................................$51,616.09
Productive Labor ..........................................  37,918.60
Factory Burden—60% of P. L.....................  22,751.16
Total in Process........................................................
Additional Taxes Accrued..................................................
Accrued Labor—Productive ..............................................
Accrued Labor—Non-Productive ......................................
Accrued Interest—Payable ................................................ .
Accrued Interest—Receivable ............................................
Unexpired Insurance ..........................................................
Factory Supplies Inventory..................................................
Allow 1% for Depreciation on Factory Buildings, 5% on Machinery 
and Tools, and 10% on Office Equipment.
Analysis of Goods Shipped
In Transit Unsold Sold
Raw Material .................. $14,458.30 $30,120.25 $ 468,756.10
Productive Labor..............  12,380.40 25,281.00 410,670.80
Burden—75% ..................  9,285.30 18,960.75 308,003.10
Total C o s t.............. '.$36,124.00 $74,362.00 $1,187,430.00
Analysis of Goods Sold
*In Process *Finished Goods Manufactured
Jan. 1 Jan. 1 or Completed
Raw Material .................. $ 56,519.92 $ 77,034.33 $335,201.85
Productive Labor..............  35,346.00 74,611.40 300,713.40
Burden—75% ................  26,509.50 55,958.55 225,535.05
Total Cost .............. $118,375.42 $207,604.28 $861,450.30
*Taken at actual 1929 cost. The costs to complete the work in process are included in the last column.
112,285.85
700.00
3,539.19
1,409.62
3,000.00
742.16
649.15
4,373.50
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The books o f the Begow Sales Company show shipments received at origi­
nal billing price'of $1,387,971.20, net sales to customers of $1,832,740.00; and 
a physical inventory of merchandise on hand at the original billed price of 
$81,798.20.
Settlements in accordance with the 6th clause of the contract were promptly 
made in full for the year.
You are required to submit the following, based on sound accounting 
principles:
a. Profit and Loss Statement of the Cobel Manufacturing Company for 
the year 1930.
b. Balance Sheet of the Cobel Manufacturing Company as of Decem­
ber 31, 1930.
c. A statement or itemized account showing the amount due from the 
Begow Sales Company on December 31, 1930. The exact status of 
each item in this statement should be definitely indicated.
Problem 2. (W eight 20 Points)
From the following data relative to a shoe factory you are required to
submit ( 1) Itemized factory ledger accounts (2) The post-closing factory trial
balance. The cost system in operation uses estimates for the costing of material
during the period and corrects to actual at the end of each month through the
use of a variation account which is closed into cost of sales on an annual basis.
Factory Trial Balance, January 1, 1931 
(Amounts are to be accepted as correct)
Bottom Stock .............................................................. $ 5,250
Upper Stock .................................................. ...............  21,400
Trimmings and Linings................................................  1,875
Findings ................................................ .......................  360
Cartons .......................................................................... 295
Work in Process............................................................ 11,720
Finished Goods..............................................................  6,530
Lasts and Patterns.........................................................  4,770
Machinery and Equipment............................................  19,590
Sundry Supplies ............................................................ 186
General Ledger Control................................................  $71,976
Total ......................................................................$71,976 $71,976
Operating Data for the Month of January, 1931 
Materials furnished by Main Office
Bottom Stock ........................................................$ 3,970
Upper Stock .......................................................... 8,420
Trimmings and Linings.......................................... 611
Findings ................................................................ 593
Cartons .................................................................. 170
Sundry Supplies ....................................................  148
Total ..............................................................$13,912
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Payroll Data
Direct Labor Incurred.............................. $ 5,100
Indirect Labor Incurred.............................  609
Total ...........................................$ 5,709
Payroll Cash furnished by Main Office..................$ 5,078
Expense Items Incurred by Factory and Paid by Main Office
Royalties ............................................ $ 174
Insurance............................................  420
Factory Expense ....................................  893
Estimated Quantities of Materials for January Production
Bottom Stock.................................................... $5,900
Upper Stock ....................................................  9,700
Trimmings and Linings.........................................  1,350
Findings..........................................................  580
Cartons ..........................................................  210
Estimated Burden..........................................................$ 2,335
Cost of Goods Completed.............................................. 29,742
Costs of Goods Sold................................................ 30,302
Additional Data Determined January 31, 1931
Total Upper Stock actually requisitioned at cost Price. $10,108
Inventories: Bottom Stock.................................. ................... $3,206
Trimmings and Linings............................ 1,527
Findings ........................................... 411
Cartons ............................................  162
Sundry Supplies .................................  73
Unexpired Insurance .............................. $ 375
Accruals: Royalties.................................  86
Depreciation Rates:
Lasts and Patterns, 20% per annum.
Machinery and Equipment, 5% per annum.
P r o b l e m s
(Part II —  Time Allowance— 5 Hours)
Problem 3. (W eight 30 Points)
The Land Development Company of LaCrosse, Wisconsin, was organized 
in 1928 with a paid-in cash capital of $200,000 for the purpose of developing 
a tract o f land. The tract for which $60,000 was paid is to be subdivided into 
1,200 lots which are to be sold for cash or on land contract the terms of which 
are as follows:
Sales price of lots $750 each, terms 10% down and 2% a month, interest 
on the unpaid balances to be paid annually at the rate of 6% per annum, all 
payments to be forfeited if monthly payments are not maintained.
Saies for cash are subject to a 10% discount.
The Land Development Company agrees, in turn, to clear the land, put 
in the streets, sidewalks, water mains, etc., and to properly landscape the prop­
erty before December 31, 1935.
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In addition to the land cost of $60,000 which was paid for in cash, it is 
estimated that the cost of developing will be $120,000 with all lots benefiting 
to approximately the same degree.
In 1928 no lots were sold but development was started and the following
expenditures were made:
Office Expense (exc. of Deprn.).................................................. $6,150
Office Equipment .......................................................................... 1,200
Development Expense (exc. of Deprn.)........................................  51,000
Development Equipment .............................................................. 18,000
Depreciation at the rate of 10% per annum on Office Equipment and 20% 
per annum on Development Equipment is to be taken for one-half year in 1928. 
In 1929, and 1930 a full year will be used.
In 1929 the following transactions occurred:
Sold 600 lots
Paid for Office Expense (Exc. of Depr.) all of which is incident
to sales ....................................................................................$ 53,500
Paid for Development Work (Exc. of Depr.)............................  43,000
Received cash from lot purchasers................................................  140,000
Discounts allowed on cash sales....................................................  1,500
Transferred Title to 20 lots during the year
Received in Interest from Lot Purchasers....................................  9,600
(Accept amounts as correct)
A dividend of 7% was declared and paid on the Capital Stock. 
In 1930 the following transactions occurred:
Sold 500 lots
Paid Office Expenses (Exc. of Depr.) all of which is incident
to sales......................................................................................$ 62,150
Paid for Development Work (Exc. of Depr.)............................  12,000
Received cash from Lot Purchasers.............. ...............................  235,000
Discounts Allowed ......................................................................  2,250
Transferred title to 30 lots during year
Ten (10) lot purchasers who had made payments in 1929, $1,350 
and payments in 1930, $300, or a total of $1,650, forfeited this 
amount due to not keeping up the payments per their contracts.
Interest Received (accept as correct)............................................$ 13,900
A dividend of 7% was declared and paid.
It is now estimated that approximately $17,000 will be required to com­
plete the development.
Required (Disregarding taxes):
(a) Itemized Ledger Accounts (Label each item so that all debits and
credits may be readily identified).
(b) Profit and Loss Statements for 1928, 1929 and 1930.
(c) Balance Sheets, 1928, 1929 and 1930.
Problem 4. (W eight 20 Points)
The Safety Investment Company, a dealer in stocks, bonds and mortgages 
of a local character, found itself in financial difficulties and made an assign­
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ment of its assets for the benefit of its creditors. A receiver was appointed and 
you were selected to make an audit of the Company’s affairs. The audit is made 
and discloses the results at book values as set forth in the following trial balance 
after closing out the current profit and loss accounts:
June 30, 1931
Cash and Cash Items on Hand........................$ 587.00
Cash in Banks........................................... . 1,150.00
Outstanding checks ........................................  $ 5,320.00
Cash Surrender value—Life Insurance Policies 9,340.00
Bonds on Hand..............................................  91,900.00
Preferred Stock on Hand..................................  20,275.00
Real Estate Mortgages on Hand......................  195,000.00
Notes Receivable ............................................  50,250.00
Tax Sale Certificates........................................ 5,962.00
Costs Advanced in Foreclosure actions............  565.00
Interest paid to clients on mortgages of others 30,675.00
Accounts Receivable ......................................  9,765.00
Real Estate—Home Office Building and Site.. 125,000.00
Real Estate—Other................ ....................... . 160,000.00
Furniture and Fixtures....................................  3,500.00
Due Mortgagors on Construction Loans Un­
completed ....................................................  8,600.00
Loans on Life Insurance Policies......................  8,560.00
Notes Payable ................................................  68,000.00
Principal Received from Mortgagors to be re­
mitted to Clients..........................................  2,500.00
Interim Receipts Outstanding..........................  86,000.00
Due to A Company for Bonds sold for I t . .. . 100,000.00
Funds deposited by Bond Trustees to cover
coupons to be Presented..............................  5,650.00
Property Taxes past due on Other Real Estate 3,575.00
Salaries and Wages Unpaid............................  1,050.00
Income Taxes past due....................................  575.00
Accounts Payable ............................................ 91,370.00
Mortgages Payable on Other Real Estate with
accrued interest of $1,250..........................  51,250.00
Bonds Payable on Home Office Property with
accrued interest of $1,800..........................  81,800.00
Preferred Stock Outstanding.......................... 100,000.00
Common Stock Outstanding............................  150,000.00
Surplus ............................................................ 60,281.00
Totals ..................................... $764,250.00 $764,250.00
As a result of your audit and of a careful consideration of each item in 
conjunction with the former manager of the Company and the receiver, the 
various values, relationships and other facts are determined as follows:
1. Cash and Cash Items include $178.00 of worthless items.
2. Of the checks left outstanding by the closing of the bank accounts, one 
for $1,000.00 had been issued to a client for a bond which was due but for 
which the obligor had not paid in the funds to retire it. The bond was still on
688 THE CERTIFIED PUBLC ACCOUNTANT November,
hand (see number 3-a below ). Furthermore, the outstanding checks included 
several checks amounting to $3,200.00 which had been issued to clients and 
charged to "Interest Paid to Clients on Mortgages of Others.” (The question 
of time the checks had been held is not a factor here.)
3. The status of the bonds on hand was as follows:
a. $1,000.00 referred to in number 2 above.
b. $30,000.00 were segregated for delivery to interim receipt holders 
and such holders had been notified that the bonds were ready.
c. $48,000.00 were pledged as collateral to notes payable of a like 
amount, and had a market value of $40,000.00.
d. The balance of the bonds were mostly of defaulted issues and were 
estimated to be worth $3,250.00.
4. The preferred stock held for sale was expected to bring its book value.
5. The real estate mortgages on hand were as follows:
a. Construction loans included at the face o f the mortgages of 
$15,000.00. The amount due the mortgagors was $8,600.00 as 
shown in the liabilities. The equities were worth their book value.
b. $13,000.00 of good mortgages were pledged as collateral to 
$10,000.00 o f notes payable.
c. Foreclosure judgments had been taken on mortgages of $80,000.00. 
The properties were estimated to be worth $50,000.00.
d. The remaining mortgages were valued at 75% of their face value.
6. Of the notes receivable, $25,000.00 were fully secured, and 50% of 
the balance were considered as collectible.
7. Tax sale certificates of $3,560.00 covered the property on which fore­
closure judgments had been taken as set forth in number 5-c. The remaining 
certificates were worth face value.
8. The costs advanced in foreclosure actions all pertained to the actions 
set forth in number 5-c above.
9. A word of explanation in respect to "Interest Paid to Clients on Mort­
gages of Others.” The Company was a dealer in mortgages as had been stated, 
and as such handled the deals with the understanding that it would collect the 
interest from the mortgagor, retain a portion of such interest as its fee and remit 
the balance to the client. The practice of sending the required amount to the 
client even though the mortgagor was delinquent had been followed for some 
years, and as a result the total o f such advances was $30,675.00 on the date o f  
closing. An analysis of this account disclosed the following:
a. $3,200.00 had been charged as a result of issuing checks which had 
been dishonored and are included in the $5,320.00 of checks out­
standing.
b. $9,000.00 represented amounts paid to clients on the mortgages of 
$80,000.00 now in foreclosure as set forth in number 5-c above. The 
advances were made before the Company reacquired the mortgages.
c. The balance o f $18,475.00 represented advances in respect to mort­
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gages over which the Company had no control except as a matter of 
goodwill on the part of the parties concerned. It was estimated that 
20% of this total would be realized.
10. It was estimated that 60% of the accounts receivable were collectible.
11. The home office building and site had a ready market value of 
$130,000.00.
12. The other real estate was appraised at $135,000.00 for the purposes 
of this statement.
13. Furniture and fixtures were expected to bring $1,000.00.
14. The liability "Principal Received from Mortgagors to be Remitted to 
Clients” represented principal amounts paid to the Company by people whose 
mortgages it had sold to be transmitted to the holders of the respective mort­
gages. Such holders of mortgages had been notified that the money had been 
received by the Company.
15. The amount of $100,000.00 shown as due A Company for bonds sold 
for it was an open account. The bonds were its own issue and had been sold 
by the Safety Investment Company as selling agent. None of the bonds were 
included in the assets of the Safety Investment Company.
16. The liability of $5,650.00 represented the unused portions of funds for 
paying interest deposited with the Company by the trustees of various bond 
issues, the interest coupons of which were payable at the Company’s office.
The receiver then asks you to prepare for him a balance sheet which will 
show him the present financial status of the Company as well as the book values. 
The statement should show the various relationships and offsets, if any, and 
should be arranged in such a way that the various classes of liabilities will be 
distinguished from each other.
C o m m e r c i a l  L a w
(Time Allowance — 2 Hours)
Question 1:
a. B orally contracted to sell a tract of land to C at the end of one year. 
One month after, he sells the land to another party. C at once sued him upon 
his contract for damages. What do you say as to his right of recovery?
b. C’s son, a minor, living with his parents, orders a suit of clothes 
from a tailor from whom he has nevered ordered clothes previously. The 
tailor sends the clothes to C’s house for the son when finished, but C, not ap­
proving of the proceeding, returns them to the tailor. The tailor consults you. 
Against whom would you advise proceeding?
Question 2:
a. A, B and C are partners. D  purchased goods to the amount of thirty 
($30) dollars from the firm on credit. A owes D  ten ($10) dollars for a pair 
of shoes; B owes D  ten ($10) dollars, balance due on some shirts purchased, 
and C owes D  ten ($10) dollars for groceries. D  owes the firm of A, B and C
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for thirty ($30) dollars, which firm begins action to collect. D  is your client. 
Advise him.
b. Are the following promissory notes good ?
1. Payable when A marries.
2. Payable when A ’s ship returns.
3. Payable at A ’s death.
4. Payable when A is twenty-one.
5. I promise to pay A $25.00 in merchandise.
c. B held two notes of five hundred ($500) dollars each given by A, due 
respectively, on February 15, 1931, and March 1, 1931. On February 20th, B 
received from A a letter enclosing one thousand ($1,000) dollars in payment 
of said notes, requiring that they be forwarded to him. On February 25th, B 
sells to C, an innocent purchaser for value, the two notes of A. C presents the 
notes to A for payment. A consults you. What advice would you give?
Question 3:
a. In what ways may the State acquire the title to real property without 
the consent of its present or the former owner ? Explain.
b. A will was made by A in Watertown, Wisconsin, disposing of per­
sonal property in various states and of real estate in Illinois. What State law 
governs as to questions arising under the will ?
Question 4:
a. A and B are the sole owners of the stock of the X  Corporation. The 
personal effects of the X  Corporation are disposed of in due course. A and B 
then execute a deed to C of the real estate, executing the same in their own 
names. Does the title pass ? Give reasons.
b. A is the holder of a certificate for one share of stock in the X  Corpora­
tion. He sold his share to B. The corporation issued a new certificate to B, but 
failed to take up the old certificate which was sold to C, a purchaser, without 
notice. Is the corporation liable on the old certificate? Why?
Question 5:
a. A, the owner of a farm, by duly executed will, bequeathed said farm 
to B. A and B became angry, each at the other, and A secured his will and 
wrote across the face of it "Cancelled.” A then executed a deed to C and placed 
the deed and the cancelled will in his safety deposit box where both were dis­
covered at the time of his death. Who was entitled to the property?
b. Singer employed Phillips as a traveling salesman at a salary of $125.00 
per month to be paid at the end of each month. Phillips owed Foster who 
proceeds to garnishee Singer, the garnishment being served on the 27th day of 
the month, whereas pay day was on the 31st of the month. Phillips is your 
client. How would you advise him ?
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Question 6:
A has gone bankrupt and in his schedules has listed a note in the sum of 
five hundred ($500) dollars payable to the First National Bank at Madison, 
Wisconsin. Subsequent to his discharge in bankruptcy he pays interest on this 
note. Subsequent thereto the bank institutes action on the note. Who recovers, 
and why?
Question 7:
a. What is meant by ultra-vires ?
b. What is an Abstract of Title?
c. What is the parole evidence rule?
Question 8:
a. What is the meaning of indorsement in blank, indorsement without 
recourse, and indorsement "pay A ” ?
b. A sells to B a horse with the express warranty that the horse is sound. 
B at the time of the sale knows that the horse is blind in one eye. Sometime 
afterward B sues on the warranty. Can he recover?
Question 9:
a. Defiine an executory contract.
b. Define an executed contract.
Question 10:
In the absense of any provisions in the partnership agreement, what is the 
legal status of the following:
(a) Division of profits.
( b) Allowance of interest on investment.
(c) Allowance for salaries.
(d) Charging of interest on withdrawals.
(e) Allowance for interest on advance.
( / )  Allowance for interest on money remaining in the possession of a , 
partner, pending dissolution.
(g) Rate of interest to be used if none is specified.
(h) Duty to keep records and books of account.
E l e m e n t s  o f  P o l i t i c a l  E c o n o m y
(Time Allowance — 2 Hours)
Question 1:
In a brief discussion of the Industrial Revolution, show (a) when it took 
place, ( b) what were its causes, (c) and what changes it brought about in 
industry.
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Question 2:
a. Why has the corporation come to be the principal form of business 
organization ?
b. What determines the market price of stock of a corporation?
Question 3:
a. What has brought about the organization of labor in unions ?
b. Why do unions uphold the policy of the closed shop and many of the 
employers uphold the policy of the open shop?
Question 4:
a. Explain what is meant by saying a country is on a gold standard; a gold 
exchange standard ?
b. What is the present situation in regard to the monetary gold supply 
of the leading countries of the world?
Question 5:
a. What are the main functions of a commercial bank ?
b. Explain the terms "frozen assets,” "liquid assets.” O f what significance 
are they in the maintenance of a bank’s solvency ?
Question 6:
a. Show how unemployment has come to be a problem both of prosperity 
and depression.
b. What good arguments can be made for and against unemployment 
insurance?
Question 7:
a. Why is it considered absurd by many economists and business men to 
levy a high tariff barrier against the goods of the countries from whom we are 
trying to collect debts?
b. What are the arguments in favor of the federal moratorium ?
Question 8:
What is your explanation of our present period of depression?
Question 9:
a. What is a public utility?
b. How are public utility rates fixed ?
c. Explain the following methods of determining the capital value of a 
utility: (a) cost of reproduction minus depreciation and (£) historical cost.
Question 10:
a. What is the Sherman Anti-trust Law ?
b. Why is there a growing sentiment in favor of the modification of the 
Sherman Anti-trust Law?
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G o v e r n m e n t a l  A c c o u n t i n g
(Time Allowance —  2 Hours)
Question 1. (W eight 15 Points)
a. The State of Wisconsin has in its statutes provisions for the following 
revenue-producing measures:
1. General Property Tax.
2. Gasoline Tax.
3. Inheritance Tax.
4. Income Tax.
5. Utility Taxes.
Briefly characterize each of the foregoing.
b. W e read that Congress at its next session will need to find sources of 
additional revenues. List the fields which you consider as being worthy of 
consideration for this purpose.
Question 2. (W eight 10 Points)
Under federal income tax laws and regulations, what is the basis for 
allowance of depreciation and obsolescence in the following cases:
(a) Property transmitted at death.
(b) Property acquired upon an exchange.
(r) Property acquired by an involuntary conversion.
(d) Cost or March 1, 1913 value.
( e) Property acquired by gift after December 31, 1920.
Question 3. (W eight 15 Points)
The following information is given in regard to municipality "M” :
Treasurer’s Out-
Treasurer’s Bank stand­
June Orders Orders Clerk’s Book Statement ing
Cash Issued Paid Balance Balance Balance checks
Receipts in June in June 6/30 6/30 6/30 6/30
.$40,000 $34,000 $1,600 $4,400 $4,600 $5,000 $400
. 23,000 200 106 2,500 2,800 3,000 300
Fund 
Highway 
General
Prepare the clerk’s and treasurer’s reports of the funds for the month 
of June.
Question 4. (W eight 10 Points)
What do federal regulations and income tax law provide in respect to 
allowances for depreciation on the following:
(a) Building not occupied. (<?) Orchards.
(b) Rented property. ( / )  Automobiles.
(c) Personal Residence. (g) Drawings.
(d) Leaseholds. (h) Professional Libraries.
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Question 5. (Weight 15 Points)
Prepare a field work program in detail for a cash audit for a small W is­
consin town, where the depository bank is designated by the town board and 
where the order check method of payment is not in use, the orders and the 
checks being separate instruments.
Question 6. (Weight 15 Points)
Prepare a "Statement of Disbursements” for the City of X  as evidenced
by the following list of cash payments:
Item Amount Fund
General Government ................................................$ 30,000 General
Protection of Persons and Property............................ 100,000 General
Health and Sanitation.......................................... 25,000 General
Highways .................................................................. 75,000 General
Charities .................................................................... 32,000 General
Soldiers’ Benefits ...................................................... 12,000 General
Schools ...................................................................... 275,000 School
Libraries .................................................................... 40,000 Library
Recreation .................................................................. 5,000 General
Pensions .................. .................................................  2,000 Pension
Cemeteries..................................................................  4,000 Cemetery
Water ........................................................................ 22,000 Water
Unclassified .............................................................. 10,000 General
Loans—General purposes.......................................... 30,000 General
Loans—Public Service Enterprises.................. .. 1,000 Water
Health and Sanitation—Capital Account..................  25,000 General
Highways—Capital Account .................................... 90,000 General
Schools—Capital Account ........................................ 1,000 School
Libraries—Capital Account ...................................... 1,000 Library
Water—Capital Account .......................................... 40,000 Water
Question 7. (Weight 10 Points)
Give reasons why "budget systems” should particularly be used by govern­
mental agencies or units.
Question 8. (Weight 10 Points)
a. List ten sources of income received by a municipality.
b. Name eight departments or offices in the average-sized municipality 
in this State.
Credit and Financial Management, the offi­
cial publication of the National Association 
of Credit Men, has an article in its August 
issue by Myron M. Strain, C.P.A., of San 
Francisco, on the subject "Good (for what?) 
Will.”
The July issue of the Wall Street Review 
contains an article on "The Stock Exchanges 
of the World,” by Herrmann Herskowitz, 
with illustrations relating to the Exchanges 
in New York and London and the Bourses 
in Paris and Berlin.
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T h e  L e g a l  L i a b i l i t y  o f  P u b l i c  A c c o u n t a n t s  i n  I  t s  
R e l a t i o n  t o  a  S t a n d a r d  C l a s s i f i c a t i o n  
o f  A c c o u n t i n g  S e r v i c e s
By Saul Levy, C.PA., and Member New Y ork Bar
'"THE movement now well under way 
throughout the profession of accountancy 
to adopt and establish a standard Classifica­
tion of Accounting Services and Appropriate 
Certificates may well be discussed from the 
standpoint of the legal relationships and the 
legal hazards involved in the practice of ac­
countancy. The general subject of the legal 
responsibility of accountants to clients and to 
others has received considerable attention in 
recent months, particularly in connection with 
an attempt to interpret and apply the opinion 
of Judge Cardozo in the well-known Ultra­
mares case.
It would seem that a very close connection 
exists between the accountant’s liability aris­
ing out of services rendered and the need for 
a Classification of Accounting Services and 
Appropriate Certificates. Perhaps it will serve 
to emphasize that close connection if the sub­
ject is presented from the hybrid viewpoint 
of the accountant-lawyer.
Accountants, like practitioners in other 
skilled professions, undertake to render per­
sonal services to members of the public. The 
nature of the services to be rendered as well 
as the terms and conditions under which the 
accountant undertakes his retainer should be 
found in a contract or agreement with the 
client. This agreement may be written or 
oral. Its terms may be expressed in great 
detail or left largely to inference and impli­
cation. Whatever be its form, however ex­
plicit or implicit its terms, a contract must 
always exist in legal contemplation whenever 
an accountant undertakes a professional en­
gagement. Whatever questions may later 
arise concerning the work performed by the 
accountant, the interested parties and the 
court or jury to which their controversy ulti­
mately may be submitted, must look to that 
contract''for a definition of the rights and 
duties of the parties involved.
Curiously enough, the controversy relating 
to this accountant-client agreement may in­
volve complaining parties who are not parties
to the original agreement. The accountant- 
client relationship has always been a some­
what unique one from a legal standpoint and 
has never occupied quite the same status as 
the client relationship in other professions. 
Neither the common law of England nor that 
of the United States has seen fit to confer 
upon the communications between accountant 
and client the protection of privilege accorded 
to similar communications between lawyer 
and client, physician and patient, priest and 
penitent. An accountant must regard infor­
mation obtained by him during the course 
of the professional engagement as a sacred 
trust of confidence, and it would be a serious 
breach of professional duty for him on his 
own initiative and of his own volition to 
violate that confidence. Nevertheless, when 
that confidential information becomes rele­
vant in a legal proceeding, the accountant 
may be subpoenaed to court and, on penalty 
of contempt of court, compelled to testify 
and divulge that information. Under similar 
circumstances a lawyer, physician or priest 
may remain silent, claiming that the informa­
tion came to him as a confidential communi­
cation in his professional capacity and that 
it is his privilege under the law to deem him­
self incompetent to testify concerning it. Not 
so the accountant. From this it becomes at 
once apparent that the accountant may be­
come involved in litigation to which he is 
not a party. The work that he has performed 
and the conditions surrounding its perform­
ance may be indirectly in issue. The account­
ant, however reluctantly, may be drawn into 
someone else’s controversy, yet find himself 
in the position of vindicating his own work. 
His reputation may be as much at stake as it 
would be in a litigation to which he is di­
rectly a party.
Accountants themselves have frequently 
pointed out a fundamental distinction between 
their professional function and that of the 
attorney. The attorney is an advocate, a par­
tisan, a special pleader. By contrast, the ac­
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countant (at least in the performance of audit 
work) is primarily concerned in ascertaining 
facts and in expressing an impartial opinion 
with respect thereto. Our profession has al­
ways recognized its ethical responsibility to 
the general public. How far that ethical re­
sponsibility goes beyond the limits of legal 
responsibility has been a much mooted 
question.
The Ultramares case dealt directly with 
this very question of the legal responsibility 
of accountants to others than clients. The 
decision in the New York Court of Appeals 
has restricted liability for ordinary negli­
gence. It would seem, however, that in prac­
tical effect the court has broadened the lia­
bility for fraud. It has held that where there 
is gross negligence a jury may find such negli­
gence so flagrant that a representation of fact 
could not have been made in good faith be­
cause there was no knowledge of the fact 
and that an expression of opinion under the 
circumstances was a fraudulent pretense. As 
the court there stated:
"Even an opinion, especially an opinion 
by an expert, may be found to be fraudu­
lent if the grounds supporting it are so 
flimsy as to lead to the conclusion that 
there was no genuine belief back of it.”
Thus it would seem that while the court 
has held that for their negligence there is 
no liability on the part of accountants to the 
general public, it has at the same time held 
that there is such liability for fraud. And 
going further, it has held that there is a type 
of fraud which may be inferred from negli­
gence. To quote again from the opinion of 
Judge Cardozo:
"Our holding does not emancipate ac­
countants from the consequences of fraud. 
It does not relieve them if their audit has 
been so negligent as to justify a finding 
that they had no genuine belief in its ade­
quacy, for this again is fraud. It does no 
more than say that if less than this is 
proved, if there has been neither reckless 
misstatement nor insincere profession of 
an opinion, but only honest blunder, the 
ensuing liability for negligence is one that 
is bounded j by the contract, and is to be en 
forced between the parties by whom the 
contract has been made.”
Thus we must be brought to the realization
that when we undertake a professional en­
gagement we may become answerable there­
for not only to our client, not only to the 
authorities who govern the practice of our 
profession, but also to some member of the 
general public who claims to have been in­
jured because of the manner in which we 
have performed our work. The very heart 
of the controversy is likely to be left for 
decision to a jury of laymen involving find­
ings of fact by them concerning the follow­
ing basic propositions:
1. What audit work did the accountant 
undertake to perform?
2. Did he perform that work adequately 
and competently, i.e. without negli­
gence ?
3. If not, was he so grossly negligent 
that he could not have issued his cer­
tificate in good faith? That is to say, 
did his gross negligence amount to 
fraud within the meaning of the opin­
ion in the Ultramares case?
The jury system is a condition that con­
fronts us and not a theory. With all its im­
perfections and obvious limitations it has 
somehow withstood the criticism of centuries 
and is still with us. As it operates in this 
day and age with reference to the account­
ancy profession, it comes to this. The pro­
fessional standing and financial fate of the 
ablest and best qualified accountant in the 
land may hang in the balance while twelve 
men in the jury box sit in judgment upon 
technical questions of accounting procedure. 
The likelihood is that not one of those twelve 
jurors is a competent accountant. The law­
yers on both sides of the litigation may* man­
age between them to excuse from service on 
the jury any individual whose background 
suggests that he may be technically qualified. 
The jurors who are impanelled will probably 
represent a cross section of the commercial 
community and may include amongst its num­
ber salesmen and sales executives, retired 
business men whose active experience dates 
back a long time, shipping clerks, architects, 
real estate brokers, installment house bill col­
lectors, theatrical press agents, insurance 
agents, advertising experts, manufacturing 
executives and many other types, each intel­
ligent enough in his own restricted field, but 
most, if not all of them, utterly uninformed 
with respect to accounting and auditing prac­
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tice. What this oddly assorted jury is likely 
to have in common is a firm conviction that 
certified public accountants are a breed of in­
fallible supermen whose work should not be 
judged by ordinary mortal standards. The 
existence of error is almost sufficient of itself 
to create a presumption of fault on the part 
of the accountant.
The predicament in which we find our­
selves is clearly unsatisfactory. What is there 
to be done about it? One obvious line of 
attack would be to attempt to change the 
jury system so that accountants might be 
judged by those understanding accountancy. 
Ultimately some such reform may come to 
pass. But that avenue of solution seems to 
promise results far too remote and far too 
uncertain to warrant our further consideration 
at this time.
Another and more promising field of re­
form is equally obvious. Since all questions 
of fact to be found by the jury relate in a 
basic way to the original contract giving rise 
to the work of the accountant and to the 
certificate or report of the accountant cover­
ing his work, why not make that contract so 
explicit in its terms and make the work of 
the accountant and the certificate based there­
on so obviously and strictly a compliance with 
that contract that technical questions are re­
moved, as far as possible, from the consid­
eration ,of the jury. The largest part of the 
difficulty has been that most of the essential 
terms of the accountant’s contract have been 
left to inference and implication. The ac­
countant’s certificate has likewise shed little 
light upon the scope of the underlying audit 
work. In making a fetish of the short un­
qualified certificate accountants have borrowed 
a great deal of trouble for themselves. As 
a consequence, it is too often left for the 
jury to discover through the evidence just 
what it was the accountant did and what his 
agreement and the standards of his profes­
sion required him to do.
Accountants should be judged by the recog­
nized and accepted standards of their own 
profession and not by the purely adventitious 
standards of a jury of laymen, whose mental 
processes are being manipulated by adroit and 
persuasive trial counsel. In order to obtain 
adequate consideration for such authentic 
standards accountants must first put their own 
professional house in order.
From the vantage point of legal liability, 
which has been my approach, the problem 
may be outlined in the following terms:
1. To standardize accounting and auditing 
technique and terminology, so far as such 
matters will submit to standardization with­
out inpairing their essential usefulness.
2. To make the client contract as explicit 
as may be feasible in terms of standardized 
procedure.
3. To express the accountant’s conclusions 
and/or findings, whether of opinion or fact, 
in a certificate which clearly predicates such 
conclusions and findings upon the standard­
ized procedure involved.
Important pioneer work along these spe­
cific lines has already been accomplished by 
the technical committees of accountancy so­
cieties throughout the country. Opinion may 
differ as to how far the classifications and 
standard forms thus far promulgated serve 
the practical requirements of the situation. 
Many difficult problems begin to emerge only 
as the discussion proceeds. The desired prog­
ress in the right direction cannot be made 
without the active interest and cooperation of 
the profession at large. Perhaps when ac­
countant's better realize why they should be 
concerned with the subject of a standard 
classification of accounting services and ap­
propriate certificates, they will then more 
readily apply themselves toward the solution 
of the many technical problems involved.
FOR GOLF MEMBERS 
One of the members sent in the following 
problem in long division. We are inserting 
it particularly for golfers on a rainy day. 
....................................................8 . .
no remainder.
What are the divisor, dividend and quo­
tient ?
No long shots! — Par — five minutes, ten 
seconds.
(The Canadian Chartered Accountant,
July, 1932.)
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OUR READERS’ FORUM
Under the caption, "Why Confirm the Bank 
Balance?” in the September issue, the author 
of the article states he sees no necessity of con­
firming the bank balances by correspondence 
in cases where the client is furnished with a 
modern type of statement, and says he feels 
when he sees a comment in an audit report to 
the effect that the bank balances were con­
firmed by correspondence, the auditor is seek­
ing publicity in trying to keep his name be­
fore the banker.
I disagree with these conclusions for various 
reasons, and feel that no audit is a good one 
unless the bank balances are confirmed by 
correspondence. In addition, I would go fur­
ther and say that the bank balances of regular 
clients should be confirmed at surprise dates 
during the year, if convenient to do so.
Many instances could be cited where short­
ages, both within the client’s office and within 
the bank, were detected by confirmation of 
balances, for example:
In one case the bookkeeper had failed to 
make certain deposits and had obtained blank 
bank statements, prepared fictitious statements 
himself entering thereon the correct deposits, 
and presented them to the auditors after de­
stroying the actual statements sent out by the 
bank. Confirmation disclosed the shortage.
In another case, a teller in the bank em­
bezzled from the client’s account and altered 
the balance on the statement sent out to the 
client. The alteration was so neatly done, it 
did not arouse the suspicion of the account­
ant who reconciled the bank balances, but 
confirmation of the balance showed a differ­
ence of even $4,000.00 between the bank’s 
records and the statement sent to the client. 
A visit to the bank disclosed the shortage and 
won for the accountant the respect and ad­
miration of the bank.
True, accountants are not directly responsi­
ble to the bank for a shortage in its accounts, 
but an accountant should be interested in un­
earthing anything out of line, even if indirectly 
related to his client’s affairs.
It seems to me that the small amount of 
time necessary to-send out bank confirmations
certainly is justified.
Very truly yours,
F. L. Sanford, 
Fort Wayne, Indiana.
Goodwill
I read The Certified Public Account­
ant every month—and regard it somewhat as 
a Forum, where certified public accountants 
can meet and discuss their problems. If this 
analysis be correct, I would like to submit a 
matter which should provoke careful thought.
My firm specializes in newspaper accounting 
and auditing. We undertake no work except­
ing that of daily newspapers.
Six months ago I was retained by a news­
paper which virtually had kept no books or 
records. They had a make-shift system of bill­
ing and they listed- the checks drawn, but no 
trial balance had ever been drawn off—no Bal­
ance Sheet had ever been prepared—and there 
was no record of the money invested in ma­
chinery, furniture and other similar assets. One 
of my staff proceeded, under my instructions, 
to first of all make an appraisal of the tangible 
assets. No difficulty was encountered there. 
The other assets and liabilities were then de­
termined in the usual way and verified by 
correspondence, etc.—all of which offered no 
problem.
When he had finished this work, he showed 
that there were assets of about $100,000.00 
and liabilities of $60,000.00 to which he 
added capital stock (in the hands of about 
300 stockholders) having a par value of $75,-
000.00—in other words there was an apparent 
deficit of $35,000.00.
The company had been paying cash divi­
dends every half year.
Having been in the newspaper business all 
my life I look at some things a little differ­
ently than the average auditor would. How­
ever, I pointed out to the member of our staff 
who did the work, that he had not included 
the most valuable asset the company had, 
namely, the circulation structure—or what 
most readers of this magazine might call good­
will.
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Circulation Structure is not, however, exactly 
the same as goodwill. It represents the value 
of the circulation and in newspaper circles this 
is always valued at from $10.00 per subscriber 
to as high as $30.00, depending upon the field 
and other elements of consideration.
According to theory, if we could establish 
the amount of money that had actually been 
spent to secure this circulation we could capi­
talize that sum—and the Federal Government 
would approve of that procedure. In some 
cases the Government is trying to insist upon 
it. If that were possible, then without doubt 
the asset figure of $100,000.00 would be in­
creased to say $200,000.00 and instead of a 
deficit the books would show a surplus.
How should a situation of this kind be 
handled? Dividends can legally only be paid
from earnings. What would any reader have 
done in this case?
Perhaps a similar condition is causing other 
auditors trouble. No auditor wishes to be un­
fair to his client nor to the stockholders. I 
cannot go as far as some auditors do—where 
they include unadulterated appreciation of 
fixed assets in Operating Surplus Account. I 
have seen that done. In this-case I do not 
think it is appreciation at all. Not knowing 
the exact amount this newspaper actually spent 
in securing its circulation—my valuation with­
out doubt would vary slightly from cost, of 
course. With the records as they are it is quite 
impossible to tell what was actually spent for 
any assets.
(Let’s have a little discussion.—Editor.)
STATE SOCIETY NEWS
ALABAMA 
The annual meeting of the Alabama Society 
of Certified Public Accountants was held on 
September 24th at the University of Alabama.
J. B. Haslam, Credit Manager of the Bir­
mingham Trust and Savings Company, spoke on 
'The Relationship of the Certified Public Ac­
countant and the Bank Loan Officer.” C. E. 
Armstrong, Comptroller of the City of Bir­
mingham, spoke on "Government Costs.” Dr. 
Lee Bidgood, Dean of the School of Com­
merce and Business Administration, University 
of Alabama, addressed the meeting on "The 
Place of the Certified Public Accountant in 
the Present Economic Picture.”
Leslie J. Richard, of Mobile, was elected 
President and J. J. Scarborough, of Birming­
ham, Secretary-Treasurer for the coming year.
sH * sH
ARKANSAS 
The annual meeting of the Arkansas Society 
of Certified Public Accountants was held on 
October 14, 1932, at the Little Rock Country 
Club, Little Rock.
The following officers and directors were 
elected for the coming year: President, J. C. 
Fuller; Vice-President, A. V. McDuffie; Sec­
retary Treasurer, F. J. Venner; Directors, E. 
L. Gaunt, H. W. Hennegin, A. V. McDuffie, 
E. S. Reinberger, and F. J. Venner.
GEORGIA
From President’s Bulletin No. 4, of the 
Georgia Society, we quote the opening para­
graphs :
"TENDERING FOR AUDITS — PRICE 
CUTTING — SOLICITATION — ETC. The 
whole trouble might well be expressed with 
the word FEAR, resulting from a lack of the 
use of COMMON SENSE. Will that ideal 
civilization ever be realized when we are gov­
erned by reason rather than our primitive in­
stincts ? Our actions should ever be controlled 
by the thought of what is best for society at 
large.
"Many signs point to the fact that the busi­
ness world is looking for some group upon 
which it can rely with confidence, and is ready 
to accord to the Certified Public Accountant 
this confidence if it can be assured that the 
profession itself is ready to assume the respon­
sibility and can guarantee the professional in­
tegrity of its members.
"Just opened a letter from the First National 
Bank of Chicago requesting a list of the mem­
bers of the Georgia Society. Does that mean 
anything to you?”
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MASSACHUSETTS 
The News Bulletin of the Massachusetts 
Society of Certified Public Accountants, Inc., 
for October, after commenting on the Septem­
ber meeting, contained a number of items 
concerning "Fellows About Town” which 
proved to be a newsy bit of gossip as to what 
many of the members had been doing during 
the summer.
* * *
MICHIGAN 
The Michigan Association of Certified Pub­
lic Accountants held a meeting on October 
13, 1932, at which time John L. Lovett, Gen­
eral Manager of the Michigan Manufacturers 
Association, spoke on the subject of "What Is 
Michigan’s Tax Problem?”
On November 10th an all day conference 
will be held in Ann Arbor at the Michigan 
Union in cooperation with the University of 
Michigan School of Business Administration.
On December 8th, Mr. George E. Neal, In­
ternal Revenue Agent in Charge at Detroit, 
will speak on "The Accountant and Income 
Tax Procedure.”
At the January meeting Mrs. Alice Alex­
ander, head of Corporation Division, Depart­
ment of State, Lansing, will discuss the State 
franchise tax.
In February the topic for discussion will be 
Municipal Accounting.
In March there will be a joint meeting with 
the Detroit Chapter of the National Associa­
tion of Cost Accountants.
A joint meeting with the Robert Morris As­
sociates will be held in April or May.
* * *
MISSOURI 
The St. Louis Chapter of the Missouri So­
ciety of Certified Public Accountants has just 
issued an extremely neat program and mem­
bership roster.
The announced meetings are for November 
an address by W. F. Gephart, Vice-President 
of the First National Bank of St. Louis. In 
December there will be a joint meeting with 
the St. Louis Chapter of the Robert Morris 
Associates. In March the meeting will be in 
charge of associate members. April’s meeting 
has not yet been decided upon. In May the 
annual field day and business meeting, with 
election of officers and annual banquet will be 
held and in June the annual meeting of the
Missouri Society of Certified Public Account­
ants will be held in Kansas City.
* * *
NEBRASKA 
The Nebraska Society of Certified Public 
Accountants held its September meeting at the 
Lincoln Hotel, Lincoln, with an atteadance of 
twenty-four.
Mr. Clarence G. Miles, attorney, spoke on 
the subject of "Professional Ethics,” follow­
ing which there was a round table discussion 
on this subject.
The Legislative Committee made a short 
report on its progress in drafting the proposed 
accountancy act which is to be introduced in 
the next session of the Legislature.
*  *  *
NEW JERSEY 
At a regular meeting of the Society of Cer­
tified Public Accountants of the State of New 
Jersey, held Tuesday evening, October 11th, at 
the Downtown Club, Newark, Charles L. 
Hughes and Joseph C. Myer were elected to 
serve as directors for two years, and John J. 
White was elected for one year.
It Was announced that Trustee Robert H. 
Gulliver had been appointed as one of the 
directors of the Federal Home Land Bank for 
the Newark District.
Reports of other organizations were given 
by William C. Heaton concerning the annual 
meeting of The American Society of Certified 
Public Accountants, by Theodore Krohn of 
the meeting of the Newark Chapter of the 
National Association of Cost Accountants, 
held in September, and Will-A. Clader, former 
president of the Pennsylvania Institute of Cer­
tified Public Accountants, now Vice-President 
of the American Institute of Accountants as 
well as Chairman of its Ethics Committee,, 
spoke on the profession in general. This was 
followed by a round table discussion of "The 
Ethics of the Accountancy Profession,” with 
Philip S. SufTern acting as Chairman.
* * *
NORTH CAROLINA 
The thirteenth annual meeting of the North 
Carolina Association of Certified Public Ac­
countants was held in Charlotte on October 
20th, 21st and 22 nd.
During the meeting two full days were set 
aside for a business session, devoted in the 
main to the revision of the Constitution and
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By-Laws of the Association. Certain restrictive 
measures were written into the By-Laws which 
should provide increased protection both to 
the public and to the Association members. 
Quite important steps were taken towards the 
elimination of competitive bidding and the 
placing of the profession on a higher plane 
locally than heretofore.
Interesting reports were made concerning 
the activities of various local committees ap­
pointed to assist taxpayers leagues in several 
cities throughout the State.
The business sessions were well-balanced 
with varied entertainment, the Committee on 
Arrangements being Frederick Moore, Chair­
man, O. N. Hutchinson, and E. B. Taylor. 
Mrs. Neal S. Zeigler was chairman of the 
Ladies’ Entertainment Committee, other mem­
bers being Mrs. O. N. Hutchinson, Mrs. Geo. 
H. Terry, Mrs. E. B. Taylor, and Mrs. Freder­
ick Moore.
Officers and directors elected for the coming 
year were: President, Neal S. Zeigler, of Char­
lotte ; Vice-President, Wm. E. Stevens, Lenoir; 
Secretary, Karl E. Thies, Charlotte; Treasurer, 
Thos. P. Zum Brunnen, Salisbury; Directors, 
Leslie A. Heath, Charlotte, John B. McCabe, 
of Wilmington, Frederick Moore, of Char­
lotte, and James I. Mason, of Asheville.
* * *
OHIO
The annual meeting of the Ohio Society of 
Certified Public Accountants was held at the 
Manakiki Country Club, Cleveland, on Octo­
ber 6th, 7th and 8th.
On Thursday evening there were addresses 
by Paul Bickel, Chairman of the Arbitration 
Committee of the Cleveland Chamber of 
Commerce, on "Why Accountants Should Be 
Concerned With Commercial Arbitration,” 
and by A. J. Kraus, member of the Tax Com­
mission of Ohio, on "Our First Year’s Ex­
perience with Ohio’s New Tax Law.” Follow­
ing a meeting of the Board of Directors at 
9:30 P. M. there was bridge and general rec­
reation.
At ten o’clock on Friday morning there was 
a joint meeting with Robert Morris Associates, 
at which the Honorary Chairman was William 
Tonks, Past President of the National Asso­
ciation of Robert Morris Associates and Vice- 
President and Credit Manager of the Union 
Trust Company of Cleveland. At luncheon 
Bradford B. Smith, of the Research and Eco­
nomics Department of the Cleveland Trust 
Company, gave an address on "The Evolution 
of the Depression.”
In the afternoon a golf tournament was held 
between the bankers and certified public ac­
countants.
Professor William Z. Ripley, of Harvard 
University, was the guest speaker at the ban­
quet in the evening and had for his subject, 
"Standardized Prescribed Publicity of Cor­
poration Accounts.” At both the luncheon and 
banquet music was furnished by the "Ionian 
Trio,” two of whom are the gifted daughters 
of Walter A. Coy, member of the Ohio So­
ciety.
A business meeting was held on Saturday 
morning, at which time officers were elected 
for the coming year as follows: President, B.
G. Graham, of Cincinnati; Vice-President, 
Robert E. Warren, of Cleveland; Secretary- 
Treasurer, H. W. Cuthbertson, of Dayton; 
Directors, J. D. Cherrington, of Cincinnati,
H. C. Miller, of Columbus, Gordon S. Battelle, 
of Dayton, and Douglas S. Meaden, of Cleve­
land.
Addresses on "The Revenue Act of 1932” 
were made by James Dunn, Jr., Vice-President 
of the Union Trust Company of Cleveland, 
and John R. Kirk, United States Internal Rev­
enue Agent in Charge, Cleveland.
The three-day meeting closed with luncheon 
on Saturday.
The Ohio Society of Certified Public Ac­
countants recently issued a bulletin with the 
title "Are Your Financial Statements 'Certi­
fied’ under Ohio Laws?” In addition to gen­
eral information as to the type of services 
rendered by certified public accountants a 
roster of the membership of the Ohio Society 
is given.
* * * 
PENNSYLVANIA
The regular monthly meeting of the Phila­
delphia Chapter of the Pennsylvania Institute 
of Certified Public Accountants was held at 
the Manufacturers and Bankers Club, Phila­
delphia, on Wednesday evening, October 19, 
1932.
M. C. Conick, C.P.A., of Pittsburgh, ad­
dressed the meeting, his subject being "The 
Scope of Municipal Audits.”
His talk which was divided into three main 
parts as follows: (a) The Municipal Budget, 
(b) Effect of the Competitive Bidding Act,
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and (c) The Reading Incident, was of great 
interest to the members as was evidenced by 
the numerous questions asked after the con­
clusion of the address.
Mr. Conick stressed the importance of the 
auditor going behind the bare financial records 
of transactions, and he gave many interesting 
examples of "unbalanced bids” and "trick 
specifications,” the signs which should serve 
as warnings to the competent auditor that all 
is most likely not as it should be.
Mr. Conick was in charge of the 1930 in­
vestigation of the Department of Supplies of 
the City of Pittsburgh which was made for 
the Citizens Committee of Pittsburgh and is 
at present engaged in an investigation of the 
accounts of Allegheny County.
Mr. E. J. Cattell, former Statistician of the 
City of Philadelphia and well-known after- 
dinner speaker, also gave one of his usual en­
tertaining and inspirational talks.
* * *
TEXAS
The Texas Society of Certified Public Ac­
countants held its annual convention at the 
Baker Hotel, Dallas, on October 13, 14 and
15, 1932.
Addresses were given by E. R. Burnett on 
"The Society and the Certified Public Ac­
countant” ; by W. L. McBride, Internal Rev­
enue Agent in Charge, Dallas, on "Procedure 
of Income Tax in Revenue Agent’s Office” ; by 
J. M. Cumby, Vice-President, Republic Na­
tional Bank and Trust Company, on "Coop­
eration Between Bankers and Accountants” ; 
by W. D. Prince, Dallas, on "New Rules of 
the State Board” ; by Frank L. Wilcox, Waco, 
on "Local Organizations” ; by L. H. Fleck, 
C.P.A. Southern Methodist University, on 
"The Business Cycle and the Accountant” ; 
by M. N. Chrestman, Chairman of State Com­
mittee on Judiciary Reform, Dallas, on "Ju­
diciary Reform.” There were in addition the 
President’s address, by Forrest Mathis, and 
reports of the officers and various committees.
A special session was set aside for joint 
discussion with the Texas Association of Uni­
versity Instructors in Accounting.
Loyd B. Smith, Chairman of the Legislative 
Committee, reported for the committee on an 
accounting bill to be presented to the next 
Legislature.
At the banquet, held on Friday evening, 
after the introduction of the new officers, Mrs.
Charles H. Schoolar, President of the Ac­
countants Wives’ Club, addressed those as­
sembled on "How Accountants May Cooperate 
With Their Wives.” Addresses were also 
given by H. F. Lively on "Professional Ethics,” 
and by H. C. Burke, Jr., Vice-President of 
Continental National Bank of Fort Worth, 
on "1932 and Your Clients’ Creditors.” 
Officers elected for the next year were: 
President, J. A. Phillips, of Houston; Vice- 
President, H. W. Goodson, of Dallas; Secre- 
tary-Treasurer, C. F. Milledge, of Houston; 
Directors, Forrest Mathis, of Dallas, George 
Armistead, of Houston, Geo. N. Kerby, of Ft. 
Worth, W. F. Carter, Jr., of Austin, W. M. 
Aikman, of San Antonio, A. E. Myles, of 
Wichita Falls, and J. G. Bixler, of El Paso.
* * *
WASHINGTON 
The October issue of The C.P.A., issued by 
the Spokane Chapter of the Washington So­
ciety, contains a business story under the title 
"Did It Ever Happen to You?” the moral of 
which emphasized the value of high-grade ac­
counting services at a time when increased 
credit is needed.
* * *
WISCONSIN 
The regular quarterly meeting of the Wis­
consin Society of Certified Public Accountants 
was held at the City Club, Milwaukee, on 
Monday evening, October 10, 1932. Preced­
ing the meeting there was a dinner which was 
attended by some forty-three members and 
guests.
Reports of the various committees were 
heard. The Legislative Committee reported 
progress in the drafting of a proposed regula­
tory law. A Code of Ethics prepared by the 
Committee on Ethics was discussed and 
adopted by the society.
Carl E. Dietze gave a report of the annual 
meeting of The American Society and reported 
that the invitation of the Wisconsin Society to 
hold the next meeting of The American Society 
in Milwaukee had been accepted. Mr. Dietze 
was chosen as General Convention Chairman.
V. F. Linder, C.P.A., member of the Wis­
consin Society, was the speaker of the evening 
and had for his subject "Controlling Retail 
Inventory.” Mr. Linder is on the Controllers 
staff of one of the largest department stores 
in Milwaukee.
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# e o r g e  O T t l f e m s i o n
One of the most prominent of the 
early group of certified public ac­
countants finished his earthly work 
October 10, 1932.
George Wilkinson held C.P.A. cer­
tificates in the states of Illinois, New 
York, Pennsylvania, New Jersey and 
Colorado. He was a prominent factor 
in connection with the history of ac­
countancy in the states of Illinois, 
New York and Pennsylvania.
At the 1927 meeting of The Ameri­
can Society he gave an elaborate his­
torical presentation of the history of 
accountancy, taking as his subject 
“The Genesis of the C.P.A. Move­
ment.”
He was the chief source of inspira­
tion in the formation of the Federa­
tion of Societies of Public Account­
ants, a national organization based 
on American principles. While act­
ing as Secretary of the Federation, 
he was the prime mover in the first 
International Congress on Account­
ing, held in connection with the St. 
Louis Exposition.
Going to Illinois from the east, he 
became one of the leaders in securing 
the passage of the Illinois C.P.A. law 
in 1903, and was the first secretary of 
the Illinois Society, and the second 
president of the society. Throughout 
his entire lifetime he was a firm be­
liever in Organization as a means of 
developing a profession. The latter 
part of his life was spent in Penn­
sylvania where his fatherly advice 
was gladly received on all occasions.
In connection with the meeting of 
the American Institute held in Phila­
delphia in 1931, he brought together 
as many of the quarter-century mem­
bers as he could, which occasion per­
mitted a reunion of many who had 
been present at the St. Louis Con­
gress.
Not long since, the Secretary of 
The American Society spent a couple 
of hours with George. We discussed 
the history of the Federation move­
ment, and the loss which the profes­
sion sustained in its abandonment, 
outlining the method by which, fol­
lowing the recent amendments to the 
By-Laws of The American Society, 
The American Society might natur­
ally! attain to a somewhat similar 
position which the Federation oc­
cupied during its brief lifetime, but 
the effect of which was lost in the 
amalgamation with the American 
Association.
Wilkinson will be missed in con­
ferences of a forward-looking nature 
for he had such a background of ex­
perience as enabled him to advise 
intelligently as well as sympathetic­
ally in professional movements affect­
ing accountancy.
At the funeral, held at his late 
residence, the pallbearers were active 
members of the Pennsylvania Insti­
tute of Certified Public Accountants. 
Walter Staub of New York and the 
Secretary from Washington paid 
their last respects to a great leader 
of the profession.
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§ State Board News I
ARKANSAS
Raymond H. Rebsamen, of Little Rock, has 
been appointed to membership on the State 
Board of Accountancy to succeed G. Russell 
Brown. At a meeting of the Board the mem­
bers organized as follows: President, Edw. L. 
Gaunt; Secretary, E. S. Reinberger; Treasurer, 
Raymond H. Rebsamen.
* * *
OHIO
At a meeting of the Ohio State Board of 
Accountancy, held on August 16th, Sidney J. 
Collins, of Youngstown, was elected presi­
dent and Louis C. Weiss, of Cleveland, Sec- 
retary-Treasurer. Harry W. Cuthbertson, of 
Dayton, is the third member of the Board, 
just recently appointed.
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E sta te  Taxes—M iscellaneous Taxes
Comments, counsel, and specific recommenda­tions regarding application of each tax im­posed— procedure to be followed under it— 
probable interpretation of doubtful provisions
T he Tax Book for A ccoun tan ts
W ITH the new tax law in force, help such as this new manual by Mr. Montgomery offers is of unusual importance.
The Revenue Aet of 1932 contains entirely new taxes in addition to a general revision of the iaeome and estate tax laws, designed to prevent reductions of these taxes by various ways previously regarded as perfectly legitimate. These new provisions, par­ticularly in the income tax law, have had no counter­parts in recent years. In a number of cases, their 
constitutionality will undoubtedly be contested.
In other words, in preparing tax returns you are under the necessity, not only of acquainting your­self with new taxes and a new procedure, but of providing protection against overpayments under 
provisions which may be held invalid.
In te rp re ta tio n , n o t  C om pilation
Montgomery’s new Federal Tax Handbook pro­vides a trustworthy analysis of the law and its application — including recent Treasury rulings, court and Board of Tax Appeals decisions — which
For Use NOW an d  All T h rough  
th e  Year
IT IS extremely important for you to settle as soon as possible the disposition, of transactions during this current calendar year which are taxable in returns filed under the 1932 law.
This means, of course, that you will have to antici­pate the probabilities as to the position the Treasury is going to take on the many new provisions —- includ­ing the new taxes — and decide on a course of action before Treasury regulations are out.
If you have a tax practice, you should advise your clients to consult you now so that you can go over their tax situations with them and see that every trans­action is being handled most economically from the tax standpoint. If you are privately employed, you should begin at once to check over your company’s affairs with the same purposes in view.
Whichever your case, you will find Montgomery’s Federal Tax Handbook a priceless timesaver.
T he Personal W ork o f an  
O u ts tan d in g  A u tho rity
ROBERT H. MONTGOMERY is eminently qualified to offer counsel of the type this Handbook repre­sents. For years he has made a special study of tax legislation. Today he stands as one of America’s very highest authorities in the field.
He is a Certified Public Accountant; Counsellor-at- Law; Member of the firm of Lybrand, Ross Bros. & Montgomery; Editor of the Financial Handbook; author of Auditing, of Federal Tax Practice, and of Income Tax Procedure, 1917-1929.
His counsel in this new Federal Tax Handbook combines the viewpoints of the lawyer and the ac­countant.
will guide you at every step and enable you to pro­tect your elients or employers against excessive or invalid exactions.
Mr. Montgomery interprets into plain, positive recommendations of procedure the whole 1932 law as it applies to all the taxes contained — income, estate, gift, excise. Questionable provisions or rulings are discussed frankly with the author’s personal comment^  and suggestions as to the posi­tion to take and the eourse to follow. All through the book you get, together with your tax informa­tion, suggestions on the accounting procedure that 
will satisfy the requirements of the law.
O rder Y dur Copy Now
THE price of this 1000-page Handbook is only $7.50—-the very minimum outlay for the very maximum of information.
You want the protection this book affords as soon 
as possible. Copies will be shipped out in the sequence in which orders are received* For your 
own advantage, won’t you fill out the order form below and mail it now?
THE RONALD PRESS COMPANY, Dept. M-543 
15 East 26th Street, New York, N. Y.
Send me a copy of Montgomery’s Federal Tax Handbook. Within five days after its receipt, I will send you the price, $7.50. Or, if the book is not satisfactory, I will return it to you.
Name____________ ___________________ _
Firm_ Position _or Title—
Business Address^  
City------------- States
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Burroughs offers to send—without charge—any or all of the 
folders listed on this page. Accountants, especially, will 
find them helpful in adjusting accounting procedures to 
meet present conditions, and to effect savings in accounting 
costs through the new machine operations described.
ACCOUNTS RECEIVABLE
1 Ledger, Statement, Proof—all originals—in one operation.
2 Unit Plan. Statement, Ledger and Proof Journal in one operation.
a Unit Plan. Itemized StatementJ and Skeleton Lodger in one operation.
A Balance analyzed by Months and Total Sales to Date on Each Account. Ledger, Statement and Proof in one operation.
5 Statement, Ledger and Full Width Proof Journal written in one operation.
< Ledger posted. Journal written, Sales distributed in one operation.
BILLING
7 Invoices written, calculated and totaled in one operation.
8 Invoices written, calculated, to­taled and Cost Price (or Commis­sion) figured at one operation.
Q Invoice written and calculated. Ledger and Statement posted with one handling of media.
DISTRIBUTION
in  Purchases, Statistical, Sales, Ex­pense, Labor, Materials.
1 1  Sales or Purchases—Cost and Selling Price by Departments.
12 Sales, Labor, Material, Expense to Unit Accounts.
1 a Listing, Classifying and Totaling Amounts in one run.
Consolidating and Posting Branch House Expense and General Ledgers.
STORES RECORDS
i e Requisition extended and Ledger posted in one operation.
(1) Daily Balances of Stores on Hand, Available and Reserved(2) a Perpetual Inventory of Quantity and Value.
17 Production Control Records: Daily Control of Orders in Pro­cess, Stock Record and Sales Distribution as By-products.
GENERAL ACCOUNTING
IS Combining all types of accounting for the small manufacturer.
PURCHASE AND PAYMENT
JO Remittance Advice, Depart men- tal Purchase Record, Register of Approved Invoices posted in one operation.
20 Maturity Record, Departmental Purchase Record, Built-up Voucher, Audited Invoice Register, Check and Check Register. Two or more related records written in one operation.
21 Remittance Advice, Purchase Distribution Ledger and Voucher Register posted, and Controls established in one operation.
PAYROLLS
22 PaV Check (or Pay Envelope), Employee’s Statement, Payroll Sheet and Individual Earnings Record—in one operation.
23 Payroll Sheet, Pay Check, Wage Card in one operation. Amounts electrically computed at time of writing.
24 Extending Time Tickets and posting Earnings Record in one operation.
25 Employee’s Time Sheet calcu­lated and Unit Posting Media created in one operation.
B u r r o u g h s
FILL IN AND MAIL THE COUPON TODAY, INDICATING BY NUMBER THE FOLDERS YOU DESIRE
BURROUGHS ADDING MACHINE COMPANY, 6311 Second Boulevard, Detroit, Michigan 
Please send me, without cost or obligation, folders numbered.______ ______ _
Name.
Street_
Firm_
City .
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T o  t h o s e  w h o  
p l a n  t o  t a k e  
t h e  n e x t  C . P . A .  e x a m i n a t i o n
IN addition to its regular Course,- the International 
Accountants Society, Inc., 
offers a special Coaching 
Course for Accountants who 
are planning to take the C. P. 
A. Examination.
This Course will be supplied 
only to those who are already 
competent accountants, as 
no attempt is made to teach 
general accounting in thii 
course. The instruction is 
pointed directly at the C. P. 
A. Examination.
, Something more than a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
the usual work of making
Particularly noteworthy 
feature* o f the training arei
ISO problems in Pifcctieal Accounting 
wiUi solutions andoooinents
100 questions and answers in Acooont- 
ingLaw
100 question* and answers fa Auditing
100 qtMtkwi and unm in Tfceoiy- 
ef Account*
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Merry C h r i s t m a s !
By Ralph W . E. Cole, C.P.A.
GOOD WILL is the thing that makes life worth living. Not good will calculated by arithmetical rules, not good will measured by net income, but that good will which permeates all our thoughts and acts. A good will 
which is the spontaneous outburst of a real desire to be helpful.
There is no greater asset to men in our profession than a friendly spirit. 
Character, education and physical equipment are necessary things. Ability and 
experience are valuable assets, but the greatest thing is our earnest desire to 
serve. Is not this the very spirit of Christmas ? The gifts, the cards, the cheery 
greetings of this happy season are all expressions of kindliness among men. 
Certainly no profession has greater reason to enter heartily into the joyous 
feeling of this time.
As we, the members of a necessary and useful profession, reflect upon the 
happenings of the last two or three years and note the great economic losses 
to which business has been put, we should contemplate with greater equanimity 
the more favorable position of the members of our profession. If any younger 
members of the profession need encouragement at this time there is food for 
thought in consideration of these recent years’ experience, and occasion for 
gratitude that what one truly possesses he shall not lose.
Furthermore, this is a particularly fitting occasion of satisfaction to the 
Certified Public Accountant, for he possesses a trained mind, noble aspirations, 
high ideals, ability above average, competence to furnish counsel and advice 
for the business world in its many activities. Whatever may have happened to 
the rest of mankind, the Certified Public Accountant has lost nothing of the 
fundamentals which he had before adversity approached our border. So I call 
upon all members of our profession to reflect upon the blessings which have 
been theirs, and to highly resolve that through the exercise of courage, integrity, 
and unselfish desire to aid in the restoration of normal conditions, they share
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these truly valuable possessions which are peculiarly theirs with all those who 
need.
It is also especially appropriate that at this time our minds should be full 
of the desirable attributes of peace. There still reverberates in our ears the 
strains of martial music and the eloquence of Armistice Day orators heard all 
over this great land of ours. The recital of the horrors of the recent great war 
and the attendant tremendous physical, moral and economic losses, has served 
to renew, deep within us all, the firm resolve that never again shall such 
wastage occur.
A majority of us doubtless will remember the thrill which accompanied 
the announcement on November 11, 1918, that peaceful days were again to 
be ours. No wonder then that with grateful hearts we cherish the hope that 
never again shall the serenity of our nation be disturbed by the horrid clamor 
of war. W e pray that "peace on earth” shall become a reali2ed dream.
Reverting again to the opening thought of good will: first of all, to our 
clients. After all, it is not what the client pays us that should really concern 
him or us, but rather what we give in service to him. Friendliness with clients, 
based on mutual confidence and appreciation, develops a relationship that can­
not be measured in money. W e should consider our responsibilities seriously, 
for when they are honestly discharged to the best of our ability, the exhilaration 
is as the completion of work well done, like quiet after storm, sunshine after 
rain, joy after sorrow, peace after pain.
Friendliness between practitioners is worthy of earnest cultivation. Friend­
ships developed through association and contact do not encourage cut-throat 
competition. Every young Certified Public Accountant should affiliate with The 
American Society and with his State society. Attend the meetings with open 
minds and the development of tolerance toward the opinions of others will 
be your reward.
There is also.satisfaction in knowing that we are setting an example to others, 
though we may be unaware of it at the time. If we think we do not count, that 
we are insignificant, let us reflect upon the words of Edgar A. Guest:
"For he who tries and fails may be 
The founder of a better day;
Though never his the victory,
From him shall others learn the way.”
W e conclude this message with the wish that poise and peace, strength of 
character and good will may be the portion of all Certified Public Accountants 
whithersoever dispersed.
A c c o u n t a n c y  o n  T r i a l
By H e r m a n  C. J. Peisch , C.P.A.
It is not to be denied that economic pressure in the last three years has caused 
this country to recast some of the factors in its standards of values and in that
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process much we once held inviolate has been reduced in importance. Not 
being an exception to the rule there has been a change which has taken place 
in the attitude toward accountancy and the profession which practices it. In a 
sense it is true that accountancy and the profession have been placed on trial.
If this is not literally true, we are being subjected to the scrutiny and ques­
tioning not as to the value of proper accounting, cost analysis, budgetary con­
trol, internal and external audit, etc., but whether we can operate successfully 
either with a curtailment or material reduction of the scope of such activities 
and thereby reduce the annual expenditure. It is no longer generally believed 
that every dollar spent for accounting purposes is necessarily well spent.
Along with this more careful scrutiny of accounting budgets has come a 
more critical attitude toward some of the new departments in the functions 
and the operations of our accounting departments.
The values of proper stores control, costs and budgetary records are being 
questioned, and in some instances are being shorn from this rapidly expanding 
system which has come to be one of the largest single items in the operating 
budget of today.
An equally significant change, but a slower and less perceptible process, is 
also taking place in the general conception of the purposes of accountancy in 
the life of general business.
But, to indict accountancy for apparent failure in our present difficulties or 
for being unable to supply business with an answer to all its troubles or assure 
profits is not entirely fair. The processes of accountancy are, for the most part, 
historical, but its real value is that it affords a foundation for that type of 
research which would enable it to be of service in adducing the causes and 
charting the way out of our difficulties.
The faults that we can see today in our accounting work, both private and 
public, are no less discernible in government, in business, and in the activity 
of the individual. The manner in which we meet the problems that confront 
business will be determined by the degree of enlightenment with which our 
social, business and political leadership approaches them, and in that process ac­
countancy is one of the important and vital contributing factors.
An Inferential Suggestion to Accountants
SOME time since an editorial and a letter it gave an opportunity to estimate the servicecame to our desk, one relating to banking, rendered by the official in the position which
the other relating to accounting, but in each he was then resigning. This official came to
there was a somewhat similar condition as the the office with a very thorough training in the
basis of the respective documents. operation of up-State banks and the statement
The editorial appeared in the leading in- was made that "such trainings have proved
dustrial paper of the same State from which very useful, and especially to the banking
the note came. The editorial was commenda- commissioner. As Mr. Lincoln is credited with
tory on the retirement of the State Banking saying that the Lord must love the poor peo-
Commissioner to assume the presidency of a pie, because he made so many of them, there
metropolitan bank, and the editorial said that is a special care for the banking department
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in the interior city and village banks, because 
they constitute the vast majority of banking 
units in the organization subject to supervision. 
The bigger city banks, being more highly or­
ganized, do for themselves a great deal of the 
detail of what the department has to do for 
the lesser institutions. The administration of 
the supervisory function of his department has 
been letter perfect both for metropolitan and 
interior city banks.”
Later the editorial said, "In the broader 
work of advising the legislature as to changes 
and improvements in the banking laws, made 
necessary by growth and development of spe­
cial conditions, his administration has been 
exceedingly useful. The people of the State, 
now that he has retired from their service, 
owe him the gratitude that should always fol­
low faithful service.”
The sequel to the above is that within a 
week after assuming the presidency of the 
metropolitan bank changes were made so that 
as the result of a merger he was able to or­
ganize himself out of a job as president, re­
arrange the financial matters in that particular 
city in a much more satisfactory manner than 
they had been, and he then accepted a re­
appointment to the banking commissionership 
just one week later than he had tendered his 
resignation.
The letter which came from the same city 
was to the effect that one of our members 
was terminating his membership because he 
was convinced that at the present time State 
and national accounting organizations were 
controlled by and operated in the interest of 
national accounting organizations. The points 
brought out in my answer may be of interest.
In that particular city there were sixteen 
accounting organizations with main offices in 
other cities. To a certain extent those might 
be designated national organizations, although 
in reality only nine should be so listed. The 
number of certified public accountants in those 
sixteen offices differed from the number of 
certified public accountants in sixteen local ac­
counting organizations in the same city by 
only eight. This fact indicated that on the 
basis of that comparison locals and nationals 
were operating on a practically even scale. A 
comparison of staffs in the two groups showed 
that the changes in variations of numbers em­
ployed on the staffs throughout the city had
been less than five per cent different in the one 
group than in the other. Evidently, changed 
business conditions has affected national and 
local accounting organizations in about the 
same manner. Ordinarily every practitioner 
has sensed his individual losses, but as a rule 
has not observed the entire trend of the ac­
countancy profession. He has not noted that 
in the last analysis there has really been but 
little difference that could be properly charged 
to the question of size or breadth of opera­
tions.
There has been a feeling on the part of some 
of the profession that with the growth of 
mergers there is centered an increased per­
centage of accounting business in national or­
ganizations as compared with local. On the 
other hand, the very large increase in mergers 
has developed in business a tendency toward 
an increased introduction of internal audit 
systems as a result of which there has been a 
lessened demand on the public accounting or­
ganizations for extensive detailed audits. 
Some of the smaller concerns, former clients 
of the smaller accounting organizations, hav­
ing been taken over by large business organi­
zations, have become part and parcel of the 
internal audit organization plan with the 
result that the total volume of work done by 
the independent auditor has been greatly less­
ened.
Another result of these mergers has been to 
transfer the point of financing from the 
smaller community to the larger. When the 
financing was done in the smaller community 
the local bank was the center. The local 
banker was acquainted with the local account­
ant, and naturally the services of the local ac­
countant were needed. With mergers effected, 
financing changes to the larger cities. Perhaps, 
as the result of still further mergers, financing 
finally settles in a comparatively few cities of 
the United States. Those cities are the centers 
of national accounting organizations. With 
financing to be done from there the bankers 
naturally, as in other cases, turn to accountants 
whom they know and with whose work they 
are familiar. It is not a question of a national 
organization as distinguished from a local or­
ganization. It is a question of acquaintance. 
It is often a question of size and ability, as the 
result of size, to do a required piece of work
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within a given period of time.
Another point which is often forgotten is 
that these internal audit arrangements, as well 
as the personally conducted audit departments 
of large industrial and financial organizations, 
are employing auditors who were under the 
old method employed by public accounting 
organizations. In some cases they receive much 
larger salaries than their nee earnings in the 
public accounting field produced. The natural 
tendency, of course, is for each individual to 
think only of a situation in which he finds 
himself, and then select as a reason for any 
lessened income some, ofttimes imaginary, 
cause without sufficiently studying the whole 
problem to arrive at a definite and certain 
solution.
If one takes the time to check up he will 
find that some local accounting organizations 
have been improving their accounting practice 
in connection with these shifting business con­
ditions, while others have been finding de­
creased returns. The same is true with the 
national accounting organizations. Funda­
mentally business, which is the basis of all ac­
counting activity, is small and large, centered 
and scattered, administered and owned by the 
same individuals as well as administered and 
owned by entirely different groups, centralized 
in administrative relationships as well as in 
other cases decentralized, with the result that 
it needs the services of profesional accountants 
of all types.
The accountant must be able to render the 
required service. An audit required with a 
prospective merger in view in which time is an 
essential element that requires one hundred 
days of work to perform cannot be successfully 
handled by the individual accountant no mat­
ter how competent, unless as the result of 
some type of group contacts, loosely arranged 
or contracted for, he is able to perform that 
work within the required time.
A satisfactory acquaintance in the commun­
ity may bring to an accountant the auditing 
work in that community, which is locally 
financed. If financing takes on a wider range 
the lack of acquaintanceship and reputation in 
the city where the financing is to be done 
must be overcome by a relationship to someone 
in the other locality or naturally there is a loss.
The question has often been raised as to
whether clients should not from time to time 
secure the services of new accountants, either 
individual firms, local or national, makes no 
difference, for the purpose of obtaining the 
benefit of new suggestions which may be 
made. The particular purpose for which the 
audit is desired furnishes the answer to that 
particular question just the same as an indi­
vidual may go to one doctor for one type of a 
physical disability and to another doctor for 
another type of physical disability, on the 
theory that each of those doctors has special­
ized along one particular line, and while he is 
capable in his line he is not as capable in the 
line which the other fellow follows, and, 
therefore, the greatest good may be obtained 
by using the services of one in one case and 
of the other at another time. So it is in the 
accounting field. Accountants must recognize 
that in some cases clients may be better served 
by these changes and the accountant practi­
tioner must recognize the possibility of finding 
himself with a shifting clientele.
The successful public accountant will devote 
his energies along the lines of anticipating the 
various possible needs of his clients.
THINGS TO FORGET
If you see a tall fellow ahead of a crowd,
A leader of men, marching fearless and proud,
And you know of a tale whose mere telling 
aloud
Would cause his proud head to in anguish be 
bowed,
It’s a pretty good plan to forget it.
If you know of a skeleton hidden away
In a closet, and guarded, and kept from the 
day
In the dark; and whose showing, whose sud­
den display
Would cause grief and sorrow and lifelong 
dismay,
It’s a pretty good plan to forget it.
If you know of a thing that will darken the joy
Of a man or a woman, a girl or a boy,
That will wipe out a smile, or the least way 
annoy
A fellow, or cause any gladness to cloy,
It’s a pretty good plan to forget it.
—Anon.
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Income Tax Regulations*
By Honorable David Burnet, Washington, D. C., Commissioner of Internal Revenue
f I *HE new taxes imposed by the Revenue Act 
of 1932 are for the most part, so-called 
excise or miscellaneous taxes. This discussion 
deals with the new excise or miscellaneous 
taxes imposed upon the sale of articles or the 
rendition of services. They are classed broadly 
into two main groups: (1) An ad valorem 
tax upon the price for which the article is sold 
or the service is rendered; and (2) a flat or 
specific tax upon the quantity or weight of the 
article sold. In some of these taxes the inci­
dence of the tax is upon the manufacturer, 
producer or importer selling the article; in 
others the incidence of the tax is upon the 
person receiving the service. In the latter 
group, the government makes use of the ad­
ministrative expedient of requiring the person 
rendering the service to act as an intermediate 
collection agency, to collect the amount of the 
tax from the actual taxpayer and pay it over 
to the revenue authorities.
It is the primary concern of the Bureau of 
Internal Revenue to administer these various 
taxes with the least friction and greatest ef­
fectiveness. The purpose of this discussion is 
to present the problem in its broad outlines 
and to show by detailed references the practi­
cal operation of the administrative machinery, 
for the mutual advantage of the taxpayers and 
the government.
Obviously, the simplest and fairest way of 
setting the collection machinery in motion is 
for the persons concerned to keep adequate 
records of their taxable transactions and peri­
odically to make a return. The Revenue Act 
itself requires the taxpayers to keep such rec­
ords and to make, in the case of the excise and 
miscellaneous taxes, monthly returns. These 
monthly returns are to be filed with the Col­
lector on or before the last day of the month 
following the month for which the return is 
made. The taxpayer or collecting agency is 
thereby granted a full month within which to 
check his records and prepare an accurate re­
turn for any particular month. Where the last
*An address delivered at the Annual Meeting of 
The American Society of Certified Public Ac­
countants, Hotel Claypool, Indianapolis, Indiana.
day of the month falls on a Sunday or legal 
holiday, he may file his return on the next 
succeeding secular or business day.
Bearing in mind the necessity for all possi­
ble simplification, the Bureau has reduced the 
number of Forms of Returns for these new 
excise or miscellaneous taxes to six in number, 
each having a distinctive characteristic which 
will assist in considering the type of tax im­
posed. Form 726 is adapted for use in the re­
turn of taxes upon lubricating oils, brewer’s 
wort, malt and grape products, matches, and 
gasoline. These taxes are also treated in the 
same official regulation, namely, Regulations 
44. Each of these taxes is imposed upon the 
manufacturer, producer or importer, selling or 
using the articles named, and the rate of tax 
is a specific or flat sum upon the amount or 
quantities so sold or used. The tax on soft 
drinks also falls in this same category, except 
the articles with respect to which the tax is 
imposed are so numerous that they could not 
conveniently be included in Form 726. There­
fore, the return in connection with soft drinks, 
will be made on another form, namely Form 
731.
The Manufacturer’s Excise Taxes, that is the 
ad valorem taxes on sales by the manufactur­
ers, producers, or importers are all to be re­
turned on Form 728. These same taxes are 
likewise covered in one regulation, namely, 
Regulations 46.
The returns for the tax on checks, drafts, or 
orders for the payment of money drawn upon 
any bank, banker, or trust company, as well as 
the tax on leases of safe deposit boxes, are on 
Form 730. As each of these taxes is collected 
by the bank it was thought advisable to adopt 
a special form for their return. The taxes on 
electrical energy, telegraph and telephone 
facilities, and transportation of oil by pipe­
line are to be returned on Form 727. All the 
taxes reported on Forms 727 and 738 (men­
tioned in this paragraph) are collected from 
the person availing himself of the convenience 
or service, with respect to which the tax re­
lates, except in the case of taxes on transpor­
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tation of oil by pipeline where the tax is paid 
direct by the transportation company. All of 
these taxes are covered by Regulations 42.
Admissions and Dues are to be returned on 
Form 729, which has been amended to in­
clude the tax on theatre ticket brokers who 
formerly made their returns on Form 729A. 
It is well to note, the taxes on admissions and 
dues and on ticket brokers are continuing 
taxes, although, with certain exceptions, there 
were some amendments made by the Revenue 
Act of 1932.
The various forms of Returns were drawn 
with a view of balancing brevity and ease of 
understanding with the necessity of having 
all material information. More detailed ex­
planation of the application of the law will 
of course be found in the regulations. As an 
indication of the extent to which the Bureau 
personnel is organized for the convenience of 
the taxpaying public, there are deputy collec­
tors available throughout the country who 
serve in an advisory capacity, and before whom 
returns may be executed without paying a 
notarial fee. Also, if the return shows a tax 
of not more than ten dollars ($10.00), it need 
not be executed under oath, but merely in the 
presence of two signing witnesses.
The taxes imposed upon the sale or use of 
an article by the manufacturer are payable by 
the manufacturer, and the government looks 
to him alone for payment. He is the taxpayer, 
and so long as he does not misrepresent the 
tax to his customers (see Section 1123, of the 
Revenue Act of 1926), the Bureau of Internal 
Revenue is powerless under the law to deter­
mine whether, or in what manner, he passes 
the tax on to the buying public. Where the 
tax is upon the person paying for the use of 
certain services or facilities or the doing of 
the act (viz., the tax on bank checks, electrical 
energy, telegraph and telephone facilities, 
etc.), the law provides for a collection of the 
amount of the tax by the person furnishing 
the service or other convenience. In this in­
stance, collection will ordinarily be accom­
plished by adding the tax as such to the bills 
or other monthly statements issuing from the 
collection agency. In the case of bank checks 
the tax will be paid by the bank out of the 
drawer’s account with the bank, and the 
amount thereof charged against such account.
Each month the names of all taxpayers in 
each district who filed returns are placed on
the assessment list by the collector of the dis­
trict, together with the amount of tax paid. 
These lists, with the returns, are transmitted 
to the Bureau for the approval of the Com­
missioner and upon receipt are checked to as­
certain whether the items listed are in the 
correct amounts, whether the totals are correct, 
etc. Due to the fact that the returns have been 
simplified for the convenience of taxpayers, 
it is not possible to determine from the forms 
alone, whether the taxes returned are correct, 
but they are carefully reviewed to see that they 
have been filed with the collector within the 
prescribed period, and that they have been 
properly executed, totaled, etc. Consequently, 
field investigations and verifications will be 
essential and may be expected. In cases of 
discrepancies in the assessment lists, a form 
designed for that purpose is prepared and 
transmitted to the collector with the certificate 
which has been signed by the Commissioner. 
Any cases of discrepancies in the returns are 
taken up with the collector or the taxpayer 
through correspondence.
The law permits the filing of a claim for re­
fund or the taking of a credit on a monthly 
return with respect to taxes overpaid for any 
previous month. Credits are permitted in cases 
of return or repossession of an article where 
refund of the purchase price and the tax has 
been made to the customer, or where through 
error in computation taxes were overpaid, etc., 
as distinguished from cases where there is a 
dispute between the Bureau and the taxpayer 
as to whether the taxes were properly paid 
under the law. In the latter case, a claim for 
refund on Form 843 must be filed. For con­
venience, there is a space provided on the re­
turn for showing the amount of the overpay­
ment for which credit is taken, this amount 
being deducted from the sum shown as due 
on sales for the preceding month, the net 
amount only being paid to the government. 
It will be noted that under this procedure it 
is not necessary for the taxpayer to file a 
formal claim before he gets the relief desired. 
It is necessary, however, to attach to the re­
turn upon which credit is taken a statement 
outlining in detail the reason or reasons for 
the deduction, the month for which the pre­
vious return was filed and upon which the 
overpayment was made, and such other in­
formation as will enable the Bureau to de­
termine whether the credit was properly taken.
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All claims for refund and credits received 
in the Bureau are certified against the items 
on the assessment lists which include the over­
payments. This precaution is taken in order 
to prevent duplicate allowances, through either 
a claim for refund or a credit, with respect to 
the same overpayment.
Investigations are made from time to time 
of the records of taxpayers by a special force 
of field agents, or by deputy collectors, with a 
view to ascertaining whether the correct amount 
of tax has been paid. These investigations 
often result in discovery of overpayments of 
which the taxpayers were unaware, in which 
case a refund is made. On the other hand, 
investigation sometimes discloses that through 
misunderstanding of the law, or through error, 
the full amount of tax due the government 
was not paid. In other cases, but not often, 
instances of fraudulent evasion of taxes are 
discovered.
Investigating officers will follow the practice 
of furnishing a copy of their findings to the 
taxpayers, except in cases involving fraud. In 
submitting their reports to the Department, a 
statement is made as to the attitude of the tax­
payer in connection with the liability, that is, 
whether the amount found to be due is pro­
tested and a conference in connection with the 
matter is desired; or whether the amount due 
will be paid upon receipt of assessment, etc. 
Where a conference is requested, the taxpayer 
is notified of the date upon which he may ap­
pear before the Bureau representatives and the 
position of the Department is then outlined to 
him. In the ordinary case where liability is not 
disputed, assessment is made after review of 
the report. The Board of Tax Appeals does 
not have jurisdiction in cases of excise or mis­
cellaneous taxes, but in the event of a ruling 
which is not acceptable to the taxpayer, he 
may appeal the decision of the Sales Tax Di­
vision to the Appeals and Review Section of 
the Miscellaneous Tax Unit, and, where the 
case involves an important legal issue, from 
that Section to the General Counsel for the 
Bureau of Internal Revenue.
The public does not generally realize the 
enormous pressure under which the Bureau 
employees have been driven in order to set 
these newly imposed forms of taxation into 
operation. The personnel of the Bureau has 
been increased very slightly for this purpose. 
And I may say so slightly that you can hardly
notice the percentage of increase. The official 
regulations relating particularly to the new 
taxes (Regulations 42, 44, and 46), were pre­
pared and were approved by the Secretary of 
the Treasury, prior to their effective date on 
June 21, 1932. I regard this as an adminis­
trative achievement, when it is considered that 
the Revenue Act of 1932 was approved by the 
President but fifteen days earlier, namely, at 
5 p.m. on June 6, 1932.
Now a word as to the mechanics for tax­
payers in securing the proper exemption cer­
tificates.
The excise taxes on sales of certain articles 
by the manufacturer or producer, imposed by 
the Revenue Act of 1932, present two admin­
istrative features of the greatest importance, 
but which are novel to anyone familiar only 
with income taxation. I refer to the exemption 
certificate for use in sales of articles for fur­
ther manufacture, and to the provisions re­
specting registration with the collector, of 
persons qualifying as a manufacturer or pro­
ducer of taxable articles. These two features 
are closely allied to one another and the im­
portance of their use both to the business of 
the nation and to the Bureau of Internal Rev­
enue cannot be overemphasized. They are 
means whereby these miscellaneous taxes may 
be collected under the law with the least 
amount of friction and interference with busi­
ness. By exemption certificates, the pyramid­
ing of taxes on sales is prevented in the origi­
nal instance, rather than cured by credit or 
refund after it has occurred. By registration, 
the use of exemption certificates is safe­
guarded for mutual protection.
Section 620 of the 1932 Act provides that 
under official regulations to be prescribed, no 
manufacturer’s excise tax imposed by Title 
IV of that Act shall be imposed upon any ar­
ticle (with certain exceptions not here perti­
nent) sold for use as material or component 
parts in the manufacture or production by the 
vendee of articles which will be taxable under 
said Title or sold free of tax under the law.
To carry Section 620 into effect a so-called 
"exemption certificate” was prepared, similar 
to one used under prior acts, and inserted in 
the regulations dealing with this form of taxa­
tion. See Article 7, Regulations 46. The ex­
emption certificate appearing in the regulations 
reads as follows:
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"EXEMPTION CERTIFICATE 
"The undersigned hereby certifies that 
he is a manufacturer or producer of one 
or more articles taxable under Title IV of 
the Revenue Act of 1932, and that the 
article or articles specified in the accom­
panying order are purchased by him for 
use as material in the manufacture or pro­
duction of, or for use as component parts 
of, an article or articles to be manufac­
tured or produced by him which will be 
taxable under such title or sold by him 
under a similar exemption certificate.
"The undersigned understands that 
under section 620 of the Revenue Act of
1932 he becomes for the purposes of that 
Act the manufacturer or producer of the 
article or articles so purchased, and must 
file returns and pay tax in the event he 
resells them (except under a similar ex­
emption certificate) or uses them other­
wise than as above specified.”
It is not intended that the foregoing form of 
certificate shall be fixed and stereotyped for 
use in all cases. A certificate adapted to the 
needs of individual business may be prepared 
provided only that the substance of the fore­
going form must be strictly adhered to. The 
regulations further provide that if it is im­
practicable to furnish a separate exemption 
certificate for each order or sale of taxable 
articles, a certificate covering all sales between 
given dates not to exceed one month, will be 
acceptable.
The use of these exemption certificates must 
not be abused. It is a matter of experience 
that the abuse of a beneficial administrative 
procedure invariably redounds to the disad­
vantage of the entire system of revenue ad­
ministration. A moment’s reflection will bring 
home the veracity of this statement. Taxes are 
merely the contributions by the citizens of the 
country to their government, to be used for 
defraying the expenses of government. These 
expenses are incurred by reason of action taken 
by the representatives of the people in Con­
gress assembled; and the obligations so in­
curred are paid by appropriations likewise 
made by Congress out of the taxes so collected. 
As an aid to the orderly administration of 
Section 620, and as well to protect the tax- 
paying public, the provisions respecting regis­
tration by persons claiming to be manufactur­
ers or producers were adopted.
The procedure of registry is equally essen­
tial, beneficial and interesting. The statute 
imposing the tax on soft drinks specifically 
requires that each person required to pay such 
tax shall procure and keep posted a certificate 
of registry in accordance with regulations to be 
prescribed by the Commissioner with the ap­
proval of the Secretary. Under the broad 
regulatory powers vested in the Commissioner 
and the Secretary of the Treasury to make rea­
sonable rules governing the administration of 
the law, the procedure of registry was adopted 
in connection with other excise taxes. The 
practical operation of the regulations in this 
regard is that none of the articles covered 
thereby may be sold tax-free for further manu­
facture under Section 620 unless the purchaser 
has registered as a manufacturer or producer 
and has been issued a registration certificate 
by the collector. The registration certificate 
bears a so-called registration number. Any 
exemption certificate offered by a prospective 
vendee of taxable articles must carry this reg­
istration number so that the selling manufac­
turer or producer may feel safe in making the 
sale tax-free. The registration provisions have 
by duly promulgated regulations been made 
effective as to the manufacturer’s excise taxes 
upon soft drinks (Treasury Decision 4343, 
promulgated July 27, 1932) ; as to the tax 
imposed on lubricating oils (Treasury De­
cision, 4339, promulgated July 16, 1932) ; and 
to the tax on jewelry (Treasury Decision 4351, 
promulgated August 30, 1932). They have 
also been applied to persons buying electrical 
energy for resale to consumers (Treasury De­
cision 4342, promulgated July 26, 1932). 
And at this point, while the people feel that 
everything under the sun is being taxed, I 
would suggest that they inspect the Revenue 
Acts of the Civil War period for the purpose 
of discovering the vast and overwhelming 
kinds of occupations, businesses and articles 
of commerce which are not taxed by the Fed­
eral Government at the present time.
And there are a lot of taxes on gross re­
ceipts, quite a list of them. Here are some 
license fees that were applied, and these li­
cense fees ran from ten to a hundred dollars 
a year: apothecaries; architects and civil engi­
neers; bankers; cattle brokers; insurance 
brokers; builders and contractors; retail butch­
ers; dentists; eating houses; domestic insur­
ance agents; miners, plumbers and gas fitters;
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physicians and surgeons; stallions and jacks, 
and so forth. It seems to me that the Revenue 
act of 1865 must have been framed somewhat 
along the Republican lines, because the ac­
countants evidently escaped a license fee, and 
I assume then your great profession was a 
struggling industry.
The following manufacturers’ excise taxes 
were imposed by the Revenue Act of March, 
1865:
Books, magazines, pamphlets, reviews, and similar 
publications printed, 5%.
Boots and shoes, 6%.
Brass and copper, rolled and yellow sheeting 
metal in rods or sheets, 3.6%.
Brick, drain tiles, earthen and stone water pipes, 
3.6%.
Candles, 6%.
Carriages and other vehicles, 6%.
Chemical productions uncompounded not otherwise 
provided for, 6%.
Chocolate and cocoa, 1.8c per pound.
Clocks, timepieces, and clock movements, 6%. 
Textile, knitted or felted fabrics, or materials 
other than cotton or wool, 6%.
Color painted, enameled, shirred, varnished, or 
oils, 6%.
Coloring other articles of dress, 6%.
Cloves and clove stems, 1.2c per pound.
Coal mined, per ton, 6c.
Coffee, ground, and other substitutes therefor, 
1.2c per pound.
Confectionaries, not over 20c per pound in value, 
2.4c per pound.
Copper and lead in ingots, pigs, or bars, 3.6%. 
Copper, manufacture of, not otherwise provided 
for, 6%.
Cotton fabric, woven, knitted or felted before 
dyeing, printing or bleaching and on manu­
facturers of cotton, 6%.
Cotton, raw, .2c per pound.
Cutlery, 6%.
Diamonds, emeralds, precious stones, imitations, 
and all other jewelry, 6%.
Furs, 6%.
Furniture or other articles made of wood, 6%. 
Gas, monthly production not over 200,000 cubic 
feet, per thousand cubic feet, 12c.
Over 200,000 cubic feet and not over 500,000 
cubic feet, per thousand cubic feet, 18c.
Over 500,000 cubic feet and not over 5,000,000 
cubic feet, per 1,000 cubic feet, 24c.
Over 5,000,000 cubic feet, per 1,000 cubic feet, 
30c.
Ginger, ground, and all imitations, 1.2c per pound. 
Glass, manufactures of, 6%.
Gloves, mittens, and moccasins, made from leather,
6%.
Glue, 48c per gallon.
Manufactures of gold, 6%.
Gunpowder, not over 38c per pound in value, 12c 
per pound.
Gutta-percha, 6%.
India rubber, 6%.
Iron, advanced beyond blooms, slabs, or loops,
and not beyond bars, per ton, $3.60 per ton. 
Iron, bars, rolls, etc., $2.40 per ton.
Iron, pigs, $2.40 per ton.
Iron, railroad, $3.60 per ton.
Iron, rivets, $6.00 per ton.
Iron, stoves and hollow-ware, $3.00 per ton. 
Lead, sheet, lead pipes, and shot, 3.6%.
Lead white, per 100 pounds, 42c.
Leather of all description, 6%.
Lime, 3.6%.
Marble and other monumental stones, 6%.
Masts, spars, and vessel blocks, 2.4%.
Molasses produced from sugar cane, 6c per gallon. 
Mustard, 1.2c per pound.
Naptha, known as gasoline, 5%.
Oils of all description, 6%.
Coal oil, 15c per gallon.
Oil, lard, linseed, mustard-seed, and all animal or 
vegetable not otherwise provided, 6c per gallon. 
Paints, and painters’ colors, 6%.
Paper of all descriptions, 3%.
Pepper and pimento, 1.2c per pound.
Petroleum, crude, $1.00 per barrel.
Photographs, 6%.
Pianos and other musical instruments, 6%. 
Pickles, preserved fruit, vegetables, meats, fish, 
and shell-fish, in cans, kegs, or air-tight pack­
ages, 6%.
Pins, 6%.
Pottery ware, 6%.
Quick-silver, 2.4%.
Repairs of engines, cars, carriages, or other ar­
ticles when the values are increased 10% or 
over, 3.6%.
Repairs of ships, steamboats, or other vessels 
when the value is increased 10% or over, 2.4%. 
Sails, tents, shades, awnings, 6%.
Bicarbonate of Soda, 6 mills per pound.
Salt, 7.2 per 100 pounds.
Wood screws, 10%.
Ships and all other vessels or water craft, 2.4% 
of value of hull.
Silk, 6%.
Silver, manufactures of, 6%.
Slate, freestone, sandstone, marble, and building 
stone, when hewn finished, or dressed, 3.6%. 
Soft soap, 6%.
Soap, castile, 2.4 mills per pound.
Scented soap, 6c per pound.
Starch made of potatoes, 2.4 mills per pound. 
Starch made of corn or wheat, 3.6 mills per pound. 
Steam engines, including locomotives and marine 
engines, 6%.
Stereotypers, lithographers, and engravers, pro­
ductions of, 6%.
Sugar produced from sugar cane, 2.4c per pound. 
Thread, yarn, and warps, 6%.
Umbrellas and parasols, 6%.
Turpentine, 24c per gallon.
Varnish, 6%.
Artificial mineral waters, sarsaparilla and soda,6%.
Mineral or medicinal waters, 12 mills per quart. 
Woolen fabric, 6%.
Zinc, oxide, 42c per 100 pounds.
Calves and cattle, 40c per head.
Sheep and lambs, 5c per head.
Swine, 10c per head.
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The following taxes were on gross receipts: 
Advertisements, 3%.
Bridges and toll-roads, 3%.
Canals, 2½%.
Express companies, 3%.
Ferries, 3%.
Insurance companies, 1½%.
Lotteries, 5%.
Railroads, 2½%.
Ships, barges, etc., 2½%.
Steamboats, 2½%.
Telegraph companies, 5%.
Theatres, operas, circuses, museums, etc., 2%.
The following taxes were on sales:
Auction sales, ¼ of 1%.
Brokers’ sales of merchandise, ½ of 1%.
Brokers’ sales of stocks and bonds, 1-20 of 1%. 
Brokers’ sales upon exchange, 1-20 of 1%. 
Brokers’ sales of gold and silver bullion and coin, 
1-10 of 1%.
The following are license fees charged 
under the Act:
Apothecaries, $10.
Architects and civil engineers, $10.
Assayers,. $100.
Auctioneers, $10 to $20.
Bankers, minimum, $100.
Billiard rooms, for each table, $10.
Bowling alleys, for each alley, $10.
Cattle brokers, $10 up.
Commission brokers, $20.
Customhouse brokers, $10.
Insurance brokers, $25.
Land warrant brokers, $25.
Pawn brokers, $50 up.
Produce brokers, $10 up.
Stock brokers, $50.
Builders and contractors, $25 up.
Business, trade or profession, not otherwise pro­
vided for, $10.
Retail butchers, $10.
Circuses, $100.
Claim agents, $10.
Common carriers, $10.
Confectioners, $10.
Conveyancers, $10.
Retail dealers, $10. .
Dentists, $10.
Distillers of coal oil, $50.
Eating houses, $10.
Exhibitions, $10.
Horse dealers, $10.
Hotels, $10 up.
Steamers and vessels, $25.
Domestic insurance agents, $10.
Foreign insurance agents, $50.
Intelligence office keepers, $10.
Jugglers, $20.
Livery stable keepers, $10.
Lottery ticket dealers, $100.
Miners, $10.
Patent agents, $10.
Peddlers who travel with more than 2 horses or 
mules, $50.
Peddlers who travel with one horse or mule, $15.
Peddlers who travel on foot, $10.
Photographers, $10 up.
Plumbers and gas fitters, $10.
Physicians and surgeons, $10.
Real estate agents, $10.
Stallions and jacks, $10.
Theatres, museums, and concert halls, $100.
The administrative procedure employing ex­
emption certificates and registration with the 
collector is not new to persons familiar with 
excise and miscellaneous taxation. Aside from 
reasons of public and government convenience 
and protection, there is ample precedent for 
their use. Under the Revenue Act of 1918, 
1921, and 1924, there was imposed an excise 
tax on sales by the manufacturer of automo­
bile parts and accessories sold to any person 
other than a manufacturer or producer of auto­
mobiles. It was necessary under those acts to 
provide administrative means whereby sales of 
automobile parts and accessories could be made 
tax-free. The exemption certificate or its 
equivalent was the means adopted for that pur­
pose. Also, in practically all occupational 
taxes, and taxes on the use of certain property, 
a special tax stamp is issued equivalent to a 
certificate of registry.
A great deal has been written and said con­
cerning the new excise and miscellaneous taxes 
put into effect by the Revenue Act of June 6, 
1932. It is unnecessary for me to outline in 
detail to this audience the names of all the 
articles subject to tax under the new law, or 
the rate of the tax. You will be interested in 
learning what the collections have been dur­
ing the months of July and August since the 
new law went into effect.
Internal revenue collections for the month 
of July, 1932, amounted to a total of $61,686,- 
467.93. Of this sum the income tax accounted 
for $17,457,131.22, estate tax $1,619,185.43, 
gift tax $276.50, making a total of $19,076,- 
593.15. This leaves a balance of $42,609,-
874.78 received from excise, miscellaneous. 
and stamp taxes. A year ago, in July, 1931, 
the receipts from excise, miscellaneous and 
stamp taxes amounted to $45,662,228.74. The 
total collections for the month of July, 1931, 
were $74,169,258.37.
An encouraging increase in collections o f 
miscellaneous taxes for the month of August, 
1932, over those of July is apparent. In Au­
gust of this year the total collections amounted 
to $79,940,310.43. Income, estate, and gift 
taxes accounted for $17,862,265.69 of these
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collections, leaving the sum of $62,078,044.74, 
as the excise, miscellaneous, and stamp taxes. 
It will be seen that the tax from these sources 
is $19,468,169.96 greater than the tax on the 
same articles in the preceding month. The 
sources from which more than a million dol­
lars in taxes were received in August of this 
year, aside from income and estate taxes, were: 
cigarettes $28,678,802.69; gasoline $8,944,- 
875.38; chewing and smoking tobacco $5,- 
130,909.71; checks $3,364,251.06; transfers 
of capital stock $2,021,795.77; issues of stocks 
and bonds $1,509,445.59; admissions $1,322,- 
695.06; cigars $1,082,909.84; tires and tubes 
$1,587,732.99. The total internal revenue 
collections of $79,940,310.43 for the month 
of August of this year were greater by $11,-
546,170.78 than for the corresponding month 
a year ago.
It is difficult, of course, to say how much 
the average family pays in the way of new 
taxes. One enterprising statistician estimates 
that a man with a net income of $6,000 would 
be required to pay additional taxes under the 
new law of about $236 a year. These compu­
tations indicate that his total tax this year will 
be $310 compared with $74 under the old 
rates, an increase of $236.
The work and correspondence of the Bureau 
has, of course, greatly increased by reason of 
the new law. It was necessary to prepare regu­
lations, forms and stamps; to grant hearings 
to interested groups for the purpose of dis­
cussing the various provisions of the new law, 
and to furnish to the general public, so far as 
possible, information relating to the new 
taxes. In one division of the Internal Revenue 
Bureau, which is concerned with the adminis­
tration of the excise and miscellaneous taxes, 
the number of letters received in July was 
10,949, and in the month of August, 8,226. 
Thus for the first two months after the pas­
sage of the act there were approximately 20,-
000 letters to be answered by but one division 
of the Bureau. The great majority of these 
letters called for rulings or decisions on the 
various provisions of the new law. It will be 
appreciated that the task of administering the 
new law has not been an easy one, particularly 
as Congress gave the Bureau less money instead 
of more with which to operate this year than 
was appropriated a year ago.
Some of the letters indicated that dealers 
were increasing prices unnecessarily on the
basis of the new taxes. Numerous inquiries 
were received as to whether there was any pro­
vision of law to prevent holders of merchan­
dise on which no tax had been paid from in­
creasing prices to the purchaser on the ground 
that the tax rates necessitated such advances. 
It was deemed advisable to issue a public 
statement on the subject to the effect that: 
"Dealers in articles of the classes taxable 
under the Revenue Act of 1932 are, of 
course, free to fix the prices at which they 
sell those articles. However, section 1123 
of the Revenue Act of 1926, which under 
section 627 of the Revenue Act of 1932 is 
applicable to the taxes imposed by Title IV 
of that Act, provides as follows:
Whoever in connection with the sale 
or lease, or offer for sale or lease, of any 
article, or for the purpose of making such 
sale or lease, makes any statement, writ­
ten or oral, (1) intended or calculated to 
lead any person to believe that any part 
of the price at which such article is sold 
or leased, or offered for sale or lease, 
consists of a tax imposed under the au­
thority of the United States, or (2) ascrib­
ing a particular part of such price to a 
tax imposed under the authority of the 
United States, knowing that such state­
ment is false or that the tax is not so 
great as the portion of such price ascribed 
to such tax, shall be guilty of a misde­
meanor, and upon conviction thereof 
shall be punished by a fine of not more 
than $1,000, or by imprisonment not ex­
ceeding one year, or both.
"Under section 1123 it is a criminal of­
fense for a dealer who increases the price 
of merchandise in his hands on June 21, 
1932, in order to take advantage of the 
competitive situation arising out of the im­
position of the taxes under the Revenue Act 
of 1932, to represent falsely in any way that 
the increase is due to a tax paid on the mer­
chandise.”
In connection with the administration of 
new provisions of a revenue act, or indeed, 
with any provision of any of the Acts, the 
Bureau often receives very interesting letters. 
When you realize that these inquiries covered 
anywhere from one to forty questions in a 
single letter, you can have some grasp of the 
job put upon the Bureau. A great majority of 
these letters call for rulings or decisions.
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These letters frequently give information con­
cerning some supposed tax evasion. For in­
stance, one man wrote in that a certain bank 
was evading the tax by issuing counter checks, 
which a depositor could use in withdrawing 
money from the bank without the payment of 
any tax. Use of counter checks under proper 
conditions is, of course, permissible.
One gentleman complained to the Bureau 
because of the addition of the tax on electrical 
energy to his bill. He also stated that he was 
required to pay a minimum rate of a dollar a 
month, whereas he consumed about forty-five 
cents worth of electricity. He stated that the 
remaining fifty-five cents which he paid to the 
company could be used to good advantage in 
buying a lunch for himself and his "Sweetie.” 
Further along in the letter he stated incident­
ally that he was nearly eighty years of age and 
had ten grown children.
The new excise taxes imposed by Titles IV 
and V of the Revenue Act of 1932 became 
generally effective June 21, 1932, that is fifteen 
days after the Act was passed. Prior to that 
day, it was necessary to organize the office 
force which would handle these taxes, and 
also to issue Regulations explaining the law.
The public was hungry for information and 
many taxpayers called at the Bureau and wrote 
letters asking for rulings. In attempting to 
answer such inquiries, many curious and per­
plexing problems have been encountered.
Examples of questions which at first brought 
a smile and later a headache are:
1. Does the tax on "tires wholly or in part 
of rubber” apply to the rubber tires on veloci­
pedes and similar children’s vehicles?
The bureau held that it does, if they are 
real tires.
2. Does the tax on articles made of, or 
mounted, or fitted with precious metals apply 
to gold teeth?
The Bureau concluded that Congress did 
not intend to tax the dentist’s bill, as it was 
merely the sale of work, labor, and material.
3. Does the tax on checks apply to so-called 
counter checks?
The Bureau held that the tax applies if the 
instrument is in the form of an order to pay, 
but it does not apply to a so-called counter 
check, which is in the form of a receipt, and 
presented in person by the depositor at the 
bank.
4. Is the glue or powder used to hold false
teeth plates in place a toilet preparation?
We held it is not.
5. Is "dry ice” taxable as carbonic acid gas 
used in the manufacture of soft drinks.
The Bureau found that "dry ice” could not 
be used in that form of making beverages, but 
must be converted by a process of manufacture 
into the liquid or gaseous form for such use.
6. Is tomato juice a fruit juice?
We found that a tomato is commonly clas­
sified as a vegetable, and not as a fruit.
7. Are ordinary kerosene and tractor distil­
lates used in farm tractors taxable as motor 
fuels? Although the Act imposes a tax on 
motor fuels the chief use of which is for 
propulsion of motor vehicles, motor boats, or 
aeroplanes, a tractor is not a vehicle, so the 
tax would not attach to these products.
8. The fur coat industry was hard hit by 
the tax imposed on articles made of fur, or of 
which such fur is the component material of 
chief value. A large proportion of the fur- 
trimmed cloth coats are taxed under this pro­
vision. The manufacturers have difficulty in 
determining whether the fur is the component 
material of chief value in such garments, as 
the amount of fur varies according to the size 
and style of the garment. A "stout model” 
may be exempt from tax, while a "misses 
model” of the same materials will be taxable.
Other troublesome questions have arisen in 
determining who is the manufacturer. The 
taxes provided in Title IV of the Act are im­
posed on sales by the manufacturer, producer, 
or importer. The terms "manufacturer,” "pro­
ducer,” or "importer,” as used in the Act in­
clude any persons who produce a taxable article 
by processing, manipulating, or changing the 
form of an article, or who produces a taxable 
article by combining or assembling two or 
more articles. For instance, the rebottler of 
perfumes is a producer, as is the person who 
inserts rouge into a compact, or the person 
who mounts a diamond in a ring mounting.
A tax is imposed on electrical energy fur­
nished for domestic or commercial consump­
tion, but there is no tax on electricity fur­
nished for industrial consumption. Many 
manufacturing and industrial users also have 
branches or selling outlets using electrical en­
ergy for commercial consumption, and the 
work of classifying these uses has required 
careful study.
These problems may appear quite simple,
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but they might eventually result in serious 
litigation before the courts.
A tax of 4 cents per gallon is imposed on 
lubricating oil sold by the manufacturer or 
producer. The questions of when a lubricant 
ceases to be an oil and becomes a grease, who 
may purchase lubricating oil tax free for fur­
ther manufacturing, and whether a blender or 
reclaimer of lubricating oils is a producer, are 
covered by Treasury Decision 4339 issued 
July 16, 1932.
Many questions were raised by banks and 
bank depositors as to the taxability of cream­
ery checks, pay-roll checks, and other instru­
ments. The Bureau attempted to clarify this 
situation in Treasury Decision 4344, issued 
July 29, 1932.
Question No. 1
Your good and efficient secretary, Mr. 
Springer, was kind enough to write a letter 
to the members of your association, asking if 
there was any particular question which might 
be answered. As a result of his inquiry he has 
submitted five questions from your member­
ship, which I am glad to answer. There is 
also one question received direct from one of 
your members, and this I shall also attempt 
to answer.
"What about additional assessments? Is 
the Bureau still going to collect 6% or are 
they going to extend the economy to benefit 
the taxpayers by charging only 4%?”
Of course, you fully appreciate that the 
Bureau of Internal Revenue has no discretion 
as to the rate of interest it shall charge and 
collect on deficiency taxes, nor does it decide 
what rate of interest will be paid on refunds.
So, your question must be answered by a 
reference to the Revenue Act which prescribes 
the rate of 6% upon deficiencies.
You, of course, understand that neither the 
Bureau of Internal Revenue nor the Treasury 
Department recommended the enactment of 
Section 319 of the legislative appropriation act 
which had the effect of reducing the rate of 
interest to be paid on refunds from 6% to 
4%.
Question No. 2
I am asked whether the Regulations will be 
amended to conform to the expression of 
Judge Hand in the case of S. & L. Building 
Corporation which reversed the previous opin­
ion of the United States Board of Tax Ap­
peals. 
In the opinion of the Circuit Court of Ap­
peals for the Second Circuit in S. & L. Build­
ing Corporation v. Commissioner, rendered on 
July 18, 1932, it is held that "the installment 
payments actually received” in any year should 
include not only the direct payments received 
by the seller, but also the payments received 
by the various holders of the mortgage obli­
gations assumed. The Court also holds that 
the "total contract price” must be the sum of 
all such installments, ruling, therefore, that 
the regulation (Article 44 of Regulations 69) 
is invalid in excluding the assumed mortgages 
from "the total contract price,” irrespective of 
whether they exceed the basis. The effect of 
the decision is to levy a tax upon one person 
measured by payments of money received by 
another, and violates what is believed to be 
the real intent of the statute, viz., to permit 
installment profits to be reported coincident 
with the taxpayer’s receipt of cash. The Gen­
eral Counsel of the Bureau is of the opinion 
that the decision of the Second Circuit Court 
is erroneous. It has accordingly recommended 
that the Solicitor General request certiorari.
I think this question is as sufficiently an­
swered as it is possible to answer it at this 
time when I tell you that the Department has 
recommended to the Solicitor General that a 
writ of certiorari be filed with the United 
States Supreme Court. The Bureau has not 
accepted the decision of Judge Hand, and until 
such time as we hear from the Department of 
Justice (and, of course, if the Department of 
Justice decides that it should be carried to the 
Supreme Court, until such time as it is carried 
to the Supreme Court and an adverse decision 
is rendered), the Regulations will not be 
amended.
Question No. 3
I was asked to discuss the new "provisions 
of section 44 of the Revenue Act with respect 
to the handling of installment obligations re­
ceived by inheritance.”
The Regulations covering the Revenue Act 
of 1932 well state that—
"In the case of decedents who die possessed 
of installment obligations, the profit repre­
sented by such obligations need not be re­
ported as income in the return of the decedent 
for the year of his death, if the executor or
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administrator of the estate of the decedent 
and/or all other persons entitled to receive 
payment on such obligations file with the 
Commissioner a bond on Form 1132 in an 
amount equal to such unreported profit. The 
bond must be filed on or before the date pre­
scribed for filing the return of the decedent 
for the year of his death. It shall be condi­
tioned upon the return as income, by any per­
son receiving any payment on such obligation, 
of the same proportion of such payment as 
would be returnable as income by the decedent 
if he had lived and had received such pay­
ment, and shall be executed by a surety com­
pany holding a certificate of authority from 
the Secretary of the Treasury as an acceptable 
surety on Federal bonds, and shall be subject 
to the approval of the Commissioner.”
In I. T. 2515, C. B. IX-1, page 125, it is 
held that the provisions of section 44(d) of 
the Revenue Act of 1928 are applicable to the 
transmission of installment obligations upon 
the death of the decedent, and that the gain 
or loss resulting from such transmission of the 
installment obligations, computed in accord­
ance with that section of the statute, should 
be included in the decedent’s return for the 
taxable year in which his death occurred.
Due to the fact that considerable hardship 
sometimes occurred in the application of sec­
tion 44(d) of the 1928 Act to cases of dece­
dents who died possessed of substantial 
amounts of installment obligations, there was 
included in section 44(d) of the Revenue 
Act of 1932 a provision making such sub-sec­
tion inapplicable, under certain conditions, to 
the transmission at death of installment obli­
gations.
In the case of decedents who die possessed 
of installment obligations, the profit repre­
sented by such obligations need not be re­
ported as income in the return of the decedent 
for the year of his death, if the executor or 
administrator of the estate of the decedent 
and/or all other persons entitled to receive 
payment on such obligations file with the 
Commisioner a bond on Form 1132 in an 
amount equal to such unreported profit. The 
bond must be filed on or before the date pre­
scribed for filing the return of the decedent 
for the year of his death. It shall be condi­
tioned upon the return as income, by any per­
son receiving any payment on such obligation, 
of the same proportion of such payment as
would be returnable as income by the dece­
dent if he had lived and had received such 
payment, and shall be executed by a surety 
company holding a certificate of authority from 
the Secretary of the Treasury as an acceptable 
surety on Federal bonds, and shall be subject 
to the approval of the Commissioner.
Question N o. 4 
Why does the Commissioner permit the 
amount of additional tax recommended by a 
revenue agent to be considered in his ef­
ficiency rating?
I did not dictate the answer to this ques­
tion, so I will give it to you. Of course, the 
intimation there is that our examining officers 
are promoted almost entirely upon the amount 
of additional tax recommended by them, and 
I am very glad that question was asked, al­
though, frankly, I had felt that any such im­
pression had disappeared many, many years 
ago. An efficiency rating is prepared to show 
the revenue agent’s worth to the Bureau. A 
revenue agent is rated as to production solely 
upon the number of reports submitted in a 
given period of time, and as to the individual 
rating applied to each such report. Those re­
ports are divided into four main classifications, 
easy, average, difficult, and special.
There is not a single person in the Bureau 
of Internal Revenue in Washington who 
knows from the rating forms whether a rev­
enue agent out in the field has recommended 
during any year an additional amount of tax 
or a refund. There is no production record 
of any kind whatsoever considered in Wash­
ington for purposes of promotions or demo­
tions of field agents, other than the number 
of reports and their character.
If you gentlemen have any clients who feel 
that the attitude of any of our field forces is 
anything other than the correct determination 
of tax liability, I would feel deeply grateful 
to you if you would disabuse them of such 
impression. No right-minded man would ever 
want to be a Commissioner of Internal Rev­
enue if any such thing as that were in effect.
Question No. 5 
Another question submitted through your 
Secretary is:
"Could not the regular procedure be so ar­
ranged as that the Government would be re­
quired to raise all of the objections to any 
return at one and the same time?”
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This is a matter which strikes deeply into 
the administration of the Bureau. Perhaps the 
intimation is that the Bureau is the only one 
that raises additional questions. This problem, 
if it could be answered in the affirmative, 
would solve a great many of our administrative 
troubles. I am going ahead and read what I 
have prepared here, but I cannot put into this 
thing the feeling that I really have on the 
subject.
I assure you that the instructions to our 
field forces and to our Washington forces are 
that they should, so far as it is possible to do 
so, state in their first communication all the 
objections that they may find to any return 
upon the basis of information available to 
them. I suspect, however, that without the 
full cooperation of the taxpayers and their 
representatives, it is no more possible for our 
men to learn or establish all of the facts in 
the case which may need explanation, than it 
is for you gentlemen in representing your 
clients always to offer to Government repre­
sentatives all the defenses which you may upon 
your continuing consideration of the records 
be able to furnish.
I recognize that it would be ideal if there 
were no cases where after the first statement 
of the Government’s case it would be found 
necessary or appropriate to offer additional 
bases that would tend to increase the tax. 
However, I think it is not unreasonable for 
me to remind you that there will be instances 
when a change of position will be to the bene­
fit of the taxpayer, and I suspect you would 
not want me to recommend to our men that 
we stand upon a record first released, if upon 
a later determination, and upon receipt of ad­
ditional information they conclude that the 
proposed tax should be less than that recom­
mended in the first instance.
My own position is that the Bureau should 
certainly have its record as complete and com­
petent upon the release of its initial letters as 
it is possible to have it, and that is the rule 
that we have laid down for the government 
of our forces. The fact that there is a greater 
percentage of agreements to revenue agents’ 
determinations with the passing time leads me 
to believe that that rule is having fruit, and 
you may be sure that we will continue to stress 
the need for the development of a complete 
record at the earliest practicable moment. We 
are quite as anxious as you to have the issue
completely set out in our first notifications to 
taxpayers.
I may say, ladies and gentlemen, that you 
can be of as much assistance in bringing about 
that situation which I devoutly desire as can 
the revenue agents. I may say incidentally that 
I believe sound administration of the Bureau 
requires field settlements, that we should have 
the proper personnel distributed throughout 
the United States so that there would never be 
any need for any conference in Washington. 
Under a two-year statute of limitation the Bu­
reau has a big burden. If we could settle 
these things at the first point of contact, no 
matter how large or how difficult the case, 
it would certainly be a much easier time for 
all of us.
Question No. 6
One of your members addresed me person­
ally on the subject of the deductibility of con­
tributions by corporations to the Community 
Chest, and other local charitable undertakings.
There is no provision in any of the revenue 
acts which would authorize corporations, in 
computing net income, to deduct contributions 
to community chests, welfare leagues, hos­
pitals, and similar organizations, except the 
provision which authorizes the deduction of 
all the ordinary and necessary expense paid or 
incurred during the taxable year in carrying 
on a trade or business.
The deductibility of contributions of this 
nature depends upon the facts in each par­
ticular case. In the treatment of these contri­
butions, it is the policy of the Bureau to be as 
liberal as possible consistent with the statute. 
If the facts disclose that the corporation at the 
time of making the contribution could reason­
ably expect a benefit, through increased earn­
ings or otherwise, commensurate with the 
amount of the contributions, the deduction 
will be allowed as an ordinary and necessary 
business expense.
Every case will thus involve a question of 
whether the payment had a practicable busi­
ness significance to the particular taxpayer, and 
whether a financial return in proportion to the 
outlay could be reasonably contemplated at the 
time of making such payment.
I would now like to give my audience some 
conception as to the size of the job of the Bu­
reau of Internal Revenue. Only those of us 
who are charged with the responsibility from
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a national standpoint have the opportunity to 
visualize the undertaking from the size of the 
paper work involved. We must house and 
handle millions of returns and control cards. 
You gain a new impression of the magnitude 
of the Bureau’s job, which is almost awe-in­
spiring, when you view these acres of files. 
I don’t propose to tire you with too many 
statistics, but at the risk of boring you, I shall 
tell something of our files problem.
The Bureau has handled more than eighty 
million returns in a period of 16 years. Let 
me remind you that each one of those returns 
represents a potential deficiency tax or refund 
case, and that it is most necessary that we have 
an intimate control of any one of them that 
does reach the status of either a deficiency or 
a refund case.
Nearly 20,000,000 cards are at present in 
active use in the management of the major 
undertaking—the audit of returns. In addi­
tion, it is necessary often to control, by inde­
pendent cash records, characters of cases dis­
tinct in themselves. It is a small job in the 
Bureau to develop a record controlling 20,000 
or 30,000 cases. We are required, upon ap­
propriate application, to close certain types of 
cases within shorter periods than the general 
statute of limitations provides. Normally the 
record of these cases is in volume at least sev­
eral thousand, and the limitations feature is 
of interest each day in the year. There are 
other special classes of cases in which im­
mediate action is necessary to protect the tax 
to the Government. One class involves bank­
rupt corporations and individuals, corporations 
contemplating dissolution, and taxpayers sub­
mitting offers in compromise of taxes which 
they find themselves unable to pay in full. 
Another index controls the special files relat­
ing to fraud cases, which must be handled as 
a separate and distinct group.
You will also be interested to know that for 
the years 1917 to 1928, inclusive, a total of 
70,236,762 income tax returns were filed. Of 
this number there remain in the Bureau for 
original audit but some 2,000 returns. For
1929 there were filed 5,324,257 returns, and 
of these but 4,981 are under original audit 
consideration.
For the sixteen years from 1917 to 1932, 
inclusive, you will be interested to know that 
the total internal revenue receipts from all 
sources is $48,018,329,154.80. The total ad­
ditional assessments and collections resulting 
from office audits and field investigations for 
this same period is $6,060,354,061.00. Dur­
ing the same period there was refunded $1,- 
404,378,324.99. This is the amount actually 
refunded, but does not include the amount 
allowed as credits and abatements. The per­
centage of refunds to taxes paid is but 2.9.
I have just mentioned the amount of re­
fund. I have tried to tell you that our field 
forces are not promoted due to the amount of 
additional tax which they recommend. I would 
like you to get these figures, if you please.
For the fiscal year ended June 30, 1929, 
the number of refunds totaled 137,879. As 
indicative of the fact that our field men are 
not interested alone to develop deficiencies or 
additional taxes, I call your attention to the 
fact that during that year, 1929, in connection 
with these payments, claims had been filed in 
not more than 50,000 cases. The balance of 
the adjustments came about as a result of our 
field investigations. In more than 50 per cent 
of these cases, except for the fact that we 
made these investigations, the taxpayers in­
volved would not have recovered their money.
That means that approximately 90,000 tax­
payers received refunds, and in all probability 
not one of those 90,000 would have ever dis­
covered that they overpaid their tax had not 
our revenue agents and deputy collectors vol­
untarily recommended those refunds. The 
same thing runs through 1930 and 1931.
For the fiscal year 1930, a total of 119,891 
items were refunded. Less than 50,000 claims 
were allowed in that year.
For the fiscal year 1931, a total of 145,925 
items were refunded, with only about 31,000 
claims involved, while for the fiscal year 1932, 
132,055 items were refunded and less than
41,000 claims adjusted.
Now, my friends, I wish sincerely that every 
man in this audience could serve as Commis­
sioner of Internal Revenue. And I say that 
for this reason: I think that a man in the posi­
tion of Commissioner (of course, it is not lim­
ited solely to my office, but it is true of many 
others in the Bureau) has the opportunity of 
seeing, if he is big enough to visualize it, the 
very heights and depths of this country’s prog­
ress. You may have on your desk an estate 
tax return where the net amount is an immense 
sum, all given to some great charity. You can 
visualize a man or woman accumulating wealth
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through his or her lifetime with the sole ob­
ject of helping someone else. The next case 
may be a proposed indictment of a racketeer 
or some other person who has grossly evaded 
the tax to the government. And between those 
two extremes you would see everything which 
enters into the economic and social life of 
our country. You can visualize the man 
dreaming dreams, founding a corporation, and 
trace its successful operation; and you can see 
the effect of a competitor who has developed 
some other idea which supersedes the product 
of the first. You can see the obsolescence, and 
the decline of earning power, in that business. 
From a tax return you can interpret, if you 
will, the actions of a great artist moving across 
the country. And life and death are always 
before us.
So I wish that it were possible for every 
man and woman who is concerned about the 
future of our country to occupy that desk for 
a short time in order that they might get some 
grasp of all of these things which I have tried 
to indicate. And then I would hope that some 
time we could turn to each one of us to ask, 
why is there a Bureau of Internal Revenue, and 
why, under the established system, do we 
voluntarily assess ourselves to pay for the cost 
of government, because that is exactly the 
theory upon which our form of taxation is 
primarily based, voluntary assessment.
During the last two or three years we have 
all gone through serious times, even so far 
that some thoughtless people have questioned 
whether or not our country were coming 
through this trying period. To me such a 
suggestion is unthinkable. But I do believe 
with all the sincerity in me that our use of the 
franchise is not wholly intelligent; and I also 
believe that one of the things that should be 
done by every man and woman in the country 
is to make some study of where the collective 
income-tax dollar goes, and to have some defi­
nite appreciation of what the Federal govern­
ment means in his or her daily life. To vis­
ualize, if you please, what it would mean if 
our national government were to fold up its 
doors at midnight. Try to think it out. What 
would ensue is beyond imagination, and would 
affect you and me as individual citizens in a 
way that would be so drastic and appalling 
that you cannot properly conceive the full con­
sequences.
In closing, I want to give you just a few
figures from the budget as proposed for the 
fiscal year ending in 1933. As you know, the 
Federal government operates on the accounting 
basis of a fiscal year ending June 30th. I 
wonder how many of you know that the esti­
mates of expenditures for the ensuing fiscal 
year are submitted to Congress in bound form, 
the size of a large textbook. (At this point 
the Commissioner exhibited the book of 
Budget Statements for 1933, being a bound 
volume 9¼ x 11½ inches in size and con­
sisting of nearly 1,000 pages.) Every one of 
these pages is closely printed, being the 
breakdown of the estimates for every Govern­
mental Department and activity. I am rather 
inclined to believe that not one person out of
100,000 has any conception of what his in­
come-tax dollar does.
Let me just try to give you some concep­
tion. I don’t know whether you can see this 
little flap here. (At this point the Commis­
sioner produced a cardboard exhibit, having 
the appearance of a large folding measuring 
rod, and by which the comparative amounts 
of the various classes of Governmental ex­
penditures were blocked out by adjustable 
surfaces, in colors, on the measuring rod, and 
could be visibly portrayed.) I will tell you 
what it represents and the percentage it bears 
to the whole. That little portion there covers 
the legislative, chief executive, and judicial 
appropriations estimated in the budget for
1933. And I suspect that each one of us was 
taught that those are the three important func­
tions of our national government. The total 
is 0.59 per cent of the Federal budget. That 
covers the entire expense of the Federal ju­
diciary, both branches of Congress, and the 
White House.
I do not wish to be misunderstood when 
I mention this next block of expenditures. I 
am not a Pacifist in any sense of the word. I 
am now referring to the various items com­
prising the cost out of your dollar for past 
wars, present defense, and preparation for fu­
ture wars, which amounts to the amazing ratio 
of 71.88 per cent of the total Federal budget. 
The first item is for the national defense, 
$644,600,000. That, of course, means the 
army, navy, marine corps, flying forces, all ap­
propriations for battleships, and everything 
pertaining to our national defenses. It is 16.35 
per cent of the total budget. The next item is 
military pensions, annuities, compensation, 
(Continued on page 735)
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The Value of Charts in the Interpreta­
tion of Financial Data
By Robert Atkins, CPA., New York City
"ONE picture is worth ten thousand words” 
is a statement attributed to Confucius 
and made more than 2400 years ago. What­
ever may have been the comparative value of 
the two forms of expression at that time, it is 
probable that their relationship has changed 
but little during the intervening years. Charts, 
as a form of picture presentation, have grown 
in use with the growth of commerce and 
finance, and recent years have witnessed their 
more general use by executives and others as 
aids to the interpretation of statistical and 
financial data.
A more extended use of graphic presenta­
tion will be to the advantage of accountants, 
and they should give consideration to this 
tendency in order that they may be prepared 
to submit reports in which the financial data 
is supplemented by interpretative charts.
The principal functions of graphic charts 
are:
(1) To show comparisons of magnitude;
i.e., to give a picture of actual numerical varia­
tions.
The bar chart and the line chart, drawn on 
plain ruling, are best adapted for this purpose.
(2) To show comparisons of relative in­
crease or decrease; i.e., to give a picture of 
percentage variation.
For this purpose the line chart drawn on 
ratio ruling is best adapted.
(3) To show camparisons of component 
parts, i.e., where the several parts equal a 
whole, to give a picture showing the relation 
of each part to the other parts and to the 
whole.
For this purpose subdivided bars, and the 
trilinear chart are best adapted.
Accurate and complete information is an 
essential prerequisite for making a series of 
graphic charts. Accountants will learn from 
chartographers as to the forms of financial 
statements which best lend themselves to 
graphic presentation. Some interesting points 
are raised by the chart makers, and their views 
are entitled to careful consideration.
When the results are displayed through the
medium of charts their effect is readily seen. 
A mere glance at a sheet in chart form will 
show the trend of a certain series of related 
facts over a period of time. It not infrequently 
happens that facts which would escape notice 
if left among the many items on the books 
are brought to light by being charted, and as 
the result are given proper consideration.
The man of business can assimilate a good 
many more figures in the course of a day’s 
work, and remember them, if he does so 
through the medium of charts than if he does 
so through tables of figures.
The value of the graphic chart in obtaining 
the proper prospective of a business was suc­
cinctly stated by Mr. L. V. Estes in an article 
which appeared in Industrial Management as 
follows:
"Where facts are presented in graphic form, 
the whole view of conditions is seen at once. 
If columns of figures are looked at, the eye 
sees and the mind grasps only one part at a 
time. When these same facts are plotted on 
paper, the eye can see and take in at the one 
time the whole series. Not only is ease of 
comprehension gained by this method, but the 
benefit that comes from getting a perspective 
is also obtained.”
The preparation of charts is not a task to be 
undertaken without considerable preliminary 
study and intensive practice. There must be 
an intelligent appreciation of what has taken 
place, and an ability to apply this knowledge 
so that it will be of material assistance in out­
lining a course of future action, i.e., for the 
purpose of forecasting. This is based on (1) 
the law of identity, (2) the law of statistical 
regularity, (3) the law of correlation.
It is necessary to discover an identity be­
tween present conditions, whose future out­
come we wish to know and similar past condi­
tions, whose outcome we do know.
The closer the identity that can be estab­
lished, the more confidently we can predict 
that the future outcome of the present situa­
tion will parallel the known outcome of the 
past situation.
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This procedure necessitates a means of 
analyzing past and present events so as to 
bring out their true characteristics, and a 
means of measurement whereby the past and 
the present can be carefully compared. These 
means are available through the use of sta­
tistics. Hence the first step in forecasting is 
the employment of statistical method in mak­
ing a study of the past as it is recorded in 
various series of business statistics.
In business today, as it was in Patrick 
Henry’s time, "There is no way of judging the 
future, but by the past,” and if we can cor­
rectly interpret the results of business activity 
in the past we may reasonably expect to use 
this knowledge to advantage for our future 
guidance.
The pilots on our cross-continent air lines 
furnish a splendid illustration of preparedness 
for the immediate future—they are continually
Letts
A LEAN, angular, and gawky young Ken­
tucky hilly-billy came down from the 
mountains to join the army during the World 
War. After serving a few days as a rookie, he 
was sent out to the rifle range. He had never 
seen an army rifle before—he was somewhat 
confused by the mechanism, but finally learned 
the knack of handling the gun.
Within an hour he had hung up a new army 
record for consecutive hits with a rifle. The 
camp was astounded; even the Colonel was 
mystified. How could a raw recruit, who had 
never seen an army rifle before, make such a 
record ? He called the hilly-billy into his office.
"Private Letts, your record is amazing. You 
say you have never seen an army rifle before. 
Can you explain how you did it?”
The young mountaineer blushed. "Wal, 
sir,” he mumbled, "it’s something like this. 
There’s fifteen in my family, and we ’uv allus 
had a durn hard time scrapin’ together enuf 
to eat. Pop hain’t been able to do a lick o’ 
work for eight years and feedin’ the family 
has been up to me. Every mornin’ for years 
Pop has handed me the ol’ muzzle loader with 
a charge of powder and just one bullet. And 
he says, 'Here kid—go out and get our break-
*From an editorial by Chester H. McCall, in 
Credit and Financial Management, official publica­
tion of the National Association of Credit Men.
furnished with the state of the weather along 
their proper courses, and are thereby enabled 
to proceed with confidence. Similarly with 
those engaged in financial and commercial en­
terprises, accurate forecasting of the near fu­
ture of business enables them to prepare for 
the coming of prosperity as well as for a com­
ing depression.
Charts can never be used as a substitute for 
managerial ability, but they can be of inesti­
mable help to a capable manager, or executive, 
who understands their proper use.
Graphic charts can be made a valuable part 
of an accountant’s report, whether it be an 
annual report, a report on a single department, 
or one on a particular phase of the business. 
Any financial report will be of greater value to 
a client if illustrated by charts, and their in­
clusion will make possible a more compre­
hensive understanding of the facts reported on.
Do It*
fast.’ So you see, sir, I ain’t used to doing 
much missing when I shoot a gun.”
Young Letts was guided by the law of aim 
and not the law of averages. He didn’t have 
five or six bullets to use when he went out to 
bring in the morning’s breakfast. He had only 
one bullet—and he had to aim right. If he 
had brought in the food for a hungry family 
of fifteen through the operation of the law of 
averages—or one hit out of six shots—he 
would never have made an army record for 
consecutive hits.
Translate this same principle into business 
and business training and you will get the 
answer to our economic problems. A busi­
ness depression is not so much the result of 
infractions against economic laws, as it is a 
violation of the fundamental principles of 
leadership. Doom days will always follow 
boom days, as long as business and govern­
ment is managed by men who base their ad­
ministrative methods and procedures on the 
law of averages instead of the law of aim.
The president of a successful nation-wide 
corporation said, "If one of my officials is right 
in five out of ten executive decisions, I con­
sider him a successful man.” What an indict­
ment of business thinking! Yet this poor av­
erage is probably above the average.
How many employees when working for
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someone else do their job as if it were their 
own business? The percentage is infinitesi­
mally small. They do their job to conform 
to the law of averages. Then when a greater 
responsibility comes their way, they aren’t 
able to change their habits and become lead­
ers because they have never been guided by 
the law of aim. Too many of this type of in­
dividual accidentally find themselves in roles 
of leadership. This brings us to the sad, but 
true deduction that democracy is an incubator 
for mediocrities whose lives are governed by 
the law of averages.
Every man and woman in this country can 
learn an invaluable lesson from the story of
Private Letts and his simple backwoods phi­
losophy. He expressed the fundamental prin­
ciple of executive ability and leadership—the 
law of aim. We can never expect a satisfac­
tory solution of our problems over any ex­
tended period of time until we rid ourselves 
of the pestilence of aimless aiming and the 
law of averages. They are the bacteria that 
enervate the qualities of leadership in men and 
women! They are mental diseases that cause 
more human suffering than all of our physical 
diseases combined. The man who is a mental 
Private Letts is the man who makes praise­
worthy history!
Arbitration for Protection of Holders of 
Real Estate Bonds in Default
T H E  American Arbitration Association is 
offering a plan for the protection of the 
holders of real estate bonds on which there 
has been default under which it will under­
take to act impartially in the best interests of 
the bondholder, the property owner, and the 
committee or organization assuming responsi­
bility in connection with plans submitted, and 
all difficulties arising between the parties at 
interest under agreements providing for the 
deposit of real estate bonds.
The plan proposes that every deposit agree­
ment, which a bondholder is required to ac­
cept when he gives up his bond, shall contain 
an arbitration clause which reserves to the 
bondholder the following rights:
1. Any plan of readjustment or reorganiza­
tion of the property on which the bonds have 
been issued shall not be adopted, amended, 
or put into effect without first having been 
presented to and approved by an impartial 
board of arbitrators, whose decision shall be 
final.
This provision is intended to afford the 
bondholder a voice in the plan, and an op­
portunity to state his views before, or to 
file his objections with, a board of arbitra­
tors. The fact that the plan is to be subject 
to review will tend to prevent the adoption 
of plans which may lessen the value of the 
bonds, or which may benefit persons other 
than the bondholders against the interests 
of such bondholders.
2. The accounts of the committee and the 
amount of fees and expenses proposed to be 
paid to committee or counsel shall be sub­
mitted to a board of arbitratiors for approval; 
the board shall have power to alter or amend 
the proposed fees and expenses.
This provision is intended to give the 
bondholder a check on the expenditure of 
funds in the rehabilitation of property on 
which the bonds are issued.
3. Members of a committee or organization 
assuming responsibility for the rehabilitation 
of the property, or persons employed or re­
tained by it, may purchase for their own per­
sonal account or advantage bonds or certifi­
cates of deposit relating to said property, only 
with the approval of a board of arbitrators.
This provision is intended to protect the 
interest of bondholders by preventing buy­
ing up of properties by such persons at de­
preciated values and obtaining positions of 
preferment in their management.
4. Whenever a bondholder is refused the 
right to deposit his bonds or when his bonds 
are returned, or whenever he is refused the 
right to withdraw his bonds after their de­
posit, he may appeal to a board of arbitrators 
to determine the merits of the question.
This provision will prevent arbitrary dis­
crimination against a bondholder:
5. The deposit agreement, or any of its 
provisions, may be changed only with the ap­
proval of a board of arbitrators, whether or
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not such change is alleged to affect material 
rights.
This provision is intended to avoid the 
possibility of acts being performed under 
the agreement to which the bondholder has 
not assented.
In order fully to protect these rights, the 
plan provides that all arbitrators shall be ap­
pointed by the American Arbitration Associa­
tion, and all arbitrations shall be held under 
its special Rules and that the decision of the 
arbitrators shall be final and binding, and a 
judgment of the court having jurisdiction 
shall be entered thereon. In accordance with 
its usual practice, these arbitrators will be 
drawn from the Panels maintained by the 
American Arbitration Association or from 
special panels established by the Association.
For the convenience of all concerned, the 
following standard clause is suggested for use 
in deposit agreements:
"Any plan of readjustment or reorganiza­
tion shall be adopted, amended and/or put 
into effect only after it has been submitted to 
and, after a hearing, has been approved by a 
board of arbitrators; and said board shall have 
the power to alter, modify or amend any such 
plan in any manner it may deem advisable be­
fore approving same.
"The accounts of the committee shall be 
submitted to a board of arbitrators for its ap­
proval, but the fees and expenses proposed to 
be paid to the committee, its members, or its 
counsel, shall not be paid unless and until 
they have been approved by said board.
"Any bondholder who is refused the right 
to deposit his bonds, and any depositor whose 
bonds are returned or who, at any time, is re­
fused the right to withdraw from this agree­
ment, or to inspect the books, records and ac­
counts of the committee, may appeal to a 
board of arbitrators.
"A member of the committee or any person 
employed or retained by it may purchase 
bonds or certificates of deposit relating to the 
property, for his own personal account or ad­
vantage, only with the approval of a board of 
arbitrators.
"Any proposed amendment or modification 
of this agreement shall be submitted to a 
board of arbitrators, and such amendment or 
modification shall not become effective until 
approved by said Board.
"All arbitrators shall be appointed by the
American Arbitration Association in accord­
ance with, and all arbitrations shall be con­
ducted under, its special Deposit Agreement 
Rules, then obtaining, to be administered by 
the American Arbitration Association. The 
award of a board of arbitrators, or a majority 
thereof, shall in every instance be final and 
binding on all parties to this agreement and 
on all parties participating in the arbitration, 
and a judgment of the highest court, State or 
Federal, having jurisdiction may be entered 
thereon.”
The plan offered by the American Arbitra­
tion Association, in order to be successful, re­
quires that bondholders act on their own be­
half.
Bondholders who have not deposited bonds 
should request that the foregoing arbitration 
clause be inserted in every deposit agreement 
under which they are asked to deposit their 
bonds and that any paper they sign in connec­
tion with the deposit of their bonds contain 
an appropriate reference to the arbitration 
clause recommended by the American Arbi­
tration Association.
Bondholders who have already deposited 
their bonds should communicate with the per­
son or organization or committee with which 
such deposit has been made and request that 
the deposit agreement be amended so as to 
include the arbitration clause recommended by 
the American Arbitration Association.
If this clause requires adaptation to a par­
ticular form of deposit agreement, the Ameri­
can Arbitration Association will cooperate with 
the bondholders and other interested persons 
or organizations or committees in making the 
necessary modifications.
The Amercan Arbitration Association, in 
cooperation with real estate bondholders and 
all others interested in an effort to safeguard 
the value of real estate properties and to re­
store confidence in real estate securities, 
pledges its best efforts in putting this plan 
into effect and undertakes to:
1. Furnish impartial and qualified arbi­
trators to perform the duties and functions 
provided for in the arbitration clause. It 
maintains a Panel of 7 ,0 0 0  men in 1 ,7 0 0  
cities, 9 0 0  of whom are in New York City, 
and will supplement this Panel, whenever 
necessary, with highly qualified men.
2. Furnish arbitrators who agree to serve 
under the Rules of the Association without
(Continued on page 754)
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A Comparison of the Ratios of Success­
ful Industrial Enterprises W ith 
Those of Failed Companies*
By P a u l  J. F it z P a t r ic k , Ph.D., Washington, D. C.
TABLE No. 15
December 31  December 31
Failed Concern Successful Concern
1918 1919 1920 T ype of Ratios 1918 1919 1920
228 274 207 1. Current assets to current liabilities 678 555 316
142 153 92 2. Quick assets to current liabilities . 344 351 139
339 493 * 3. Sales to fixed a sse ts ........................ 266 403 390
620 508 * 4. Sales to inventories........................... 218 376 322
337 443 * 5. Sales to receivables........................... 536 608 620
121 161 * 6. Sales to net w o rth ........................... 84 117 153
292 325 97 7. Net worth to d ebt.............................. 867 657 369
280 304 260 8. Net worth to fixed a sse ts ............... 317 345 253
54 87 131 9. Inventories to receivables............... 246 161 192
* 40.7 * 10. Net profits to net worth . ................ N o t  A v a i l a b l e
45.6 55.3 68.4 11. Current assets to total assets . . . . 70.1 73.3 67.3
26.7 25.1 19.2 12. Fixed assets to total a sse ts ............ 28.2 25.2 31.1
27.7 19.5 12.3 13. Other assets to total a sse ts ............ 01.6 01.5 01.5
*Not available.
I n t e r p r e t a t i o n  o f  T a b l e  N o. 15 
The two companies are engaged in the manu­
facture of phonographs and records
It should be mentioned that the failed com­
pany has assets of $9,000,000 while the suc­
cessful company has $43,000,000. No other 
competitor could be procured for comparison.
Again we find the successful company oc­
cupying a strong credit and financial position. 
All its ratios are good.
The failed company’s troubles developed in 
the last year as reflected by the unfavorable 
decline of several important ratios such as the 
net worth to debt ratio, the quick ratio, and 
others. Sales and profits data for the last year 
are not available and so the position and the 
trend of other ratios cannot be observed. The 
only information is that sales greatly declined 
the latter part of 1920, but no figures can be 
obtained.
The current ratio and the quick ratio are ap­
parently "window-dressed” the last year as 
there is an issue of $1,500,000 of Sinking 
Fund notes which the balance sheet reports. 
This financial policy weakens the net worth to 
debt ratio which falls from 325 to 97 per cent.
*This completes an article begun in the October
Moreover, the current ratio is falling from 274 
to 207 per cent and the quick ratio is falling 
from 153 to 92 per cent—another bad indica­
tion.
The successful company does not show any 
long-term liabilities on its balance sheets.
The net worth to fixed assets ratio of the 
failed concern is declining, but it is still favor­
able.
Its inventories to receivables ratio is increas­
ing and becoming unfavorable. This in turn 
helps to weaken the quick ratio. Besides, it is 
an indication of inventory losses as the last 
year is a period of business depression.
The net profits to net worth ratio cannot be 
computed inasmuch as the data are unavailable 
for two of the three years.
All in all, while the ratios of the failed com­
pany did not begin to register unfavorable 
signs until the last year, nevertheless they were 
significant enough to be heeded by the credit 
man and the banker.
I n t e r p r e t a t i o n  o f  T a b l e  N o . 16 
Both companies are in the cotton textile in­
dustry of N ew  England
These concerns are paired because they have 
the same amount of assets, $5,000,000, and 
manufacture the same type of product.
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TABLE No. 16
  December 31 
F a iled  C o n c e r n
1925 1926 1927
70 51 48
21 22 20
N o t  A v a i l a b l e
N o t  A v a i l a b l e
N o t  A v a i l a b l e
N o t  A v a i l a b l e
157 176 187
84 78 78
N o t  A v a i l a b l e
N o t  A v a i l a b l e
27.3 18.7 16.8
72.3 80.8 82.8 
00.3 00.4 00.3
T y p e  of R atio s
1. Current assets to current liabilities
2. Quick assets to current liabilities .
3. Sales to fixed assets.......................
4. Sales to inventories..........................
5. Sales to receivables..........................
6. Sales to net w orth ..........................
7. Net worth to debt.............................
8. Net worth to fixed assets..............
9. Inventories to receivables...............
10. Net profits to net worth.................
1. Current assets to total assets . . . .
12. Fixed assets to total assets............
13. Other assets to total assets............
November 30
S u c c e s s f u l  C o n c er n
1925 1926 1927
253 171 204
52 49 44
N o t  A v a i l a b l e
N o t  A v a i l a b l e
N o t  A v a i l a b l e
N o t  A v a i l a b l e
595 343 429
138 129 135
873 652 500
N o t  A v a i l a b l e
37.0 38.6 38.5
61.7 60.0 60.0
01.3 01.4 01.5
After inspecting this table, it is apparent 
that the ratios of the successful company re­
port a better showing than the failed com­
pany’s ratios.
The failed concern shows a particularly poor 
current ratio for each year, ranging from 48 
to 70 per cent, and an equally poor quick ratio 
which ranges from 20 to 22 per cent. There 
is, indeed, a very urgent need of working capi­
tal as this condition is one of anemia or rather 
pernicious anemia. The successful company, 
on the other hand, has a barely satisfactory 
current ratio in the last year, while the year 
before it was not so good, being 171 per cent. 
Moreover, its quick ratio is poor for each year, 
ranging from 44 to 52 per cent. Incidentally, 
this is the only ratio that is really unfavorable; 
this condition is the result of too much in­
vestment in inventories.
The net worth to debt ratio is satisfactory 
for both companies, although the successful 
company reports a very strong position. 
Neither concern has any long-term liabilities.
The net worth to fixed assets ratio is poor, 
being 78 per cent and suggests that the failed 
company has too much plant investment. 
Moreover, it indicates that creditors are financ­
ing the current assets and a part of the fixed 
assets. The successful concern’s position is 
good.
For the failed concern, we note that the cur­
rent assets to total assets ratio is very low and 
the fixed assets to total assets ratio is too high. 
This is a fact of no little import. In this re­
spect, the successful company’s condition is 
satisfactory.
TABLE No. 17
December 31
F a iled  C o n c e r n
1918 1919 1920
409 507 95
117 103 07
471 400 *
527 360 *
2271 1783 *
194 146 *
409 632 85
242 274 163
431 500 1774
09.5 14.8 — 34.3
41.6 43.9 49.5
33.2 31.5 28.2
25.2 24.5 22.2
T y p e  of R a tio s
1. Current assets to current liabilities
2. Quick assets to current liabilities .
3. Sales to fixed a sse ts ........................
4. Sales to inventories...........................
5. Sales to receivables...........................
6. Sales to net w o r th ...........................
7. Net worth to d eb t..............................
8. Net worth to fixed a sse ts ...............
9. Inventories to receivables...............
10. Net profits to net w orth ..................
11. Current assets to total assets . . . .
12. Fixed assets to total a sse ts ............
13. Other assets to total a sse ts ............
November 30
S u c c e s s f u l  C o n c e r n
1918 1919 1920
280 226 236
102 55 77
811 412 368
384 193 302
1066 803 850
254 158 178
267 208 281
318 261 207
278 416 281
18.9 19.2 08.2
76.2 73.1 61.9
22.8 25.9 35.6
00.9 00.9 02.3
*Not available.
I n t e r p r e t a t i o n  o f  T a b le  No. 17 
The two companies are in the woolen textile 
industry
The successful company’s ratios report a fav­
orable showing in spite of a weak quick ratio.
On the other hand, the failed concern’s finan­
cial difficulties suddenly developed the last 
year, 1920, as the several ratios very definitely 
and clearly pointed out. Several outstanding 
examples are the current ratio, the quick ratio, 
the net worth to debt ratio, the inventories to
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receivables ratio, and the net profits to net 
worth ratio. There can be, then, no mistake 
about their import.
The current ratio drops sharply from 507 
to 95 per cent in the last year. Th e quick ratio 
takes a headlong drop from 103 to 7 per 
cent — an astoundingly low figure. In other 
words, there are only 7 cents in quick assets to 
every dollar in current liabilities.
The net worth to debt ratio has become very 
poor, falling from 632 to 85 per cent. In other 
words, there are now $85 of capital con­
tributed by the stockholders to every $100 of 
capital supplied by the creditors. The balance 
sheets disclose, moreover, that the notes pay­
able item increased from $900,000 in 1919 to 
$8,300,000 in 1920—a fact of great import.
The inventories to receivables ratio increased 
sharply from 500 to 1774 per cent another
significant indication. It is no wonder, then, 
that the quick ratio has fallen to the very low 
mark of 7 per cent. The business depression 
which began in 1920 is partly responsible for 
this condition. The successful company’s ratio 
is good.
The net profits to net worth ratio falls from 
a profit of 14.8 per cent in 1919 to a severe 
loss of 34.3 per cent in 1920. The successful 
company, however, is reporting profits each 
year.
The current assets to total assets ratio, while 
increasing, shows that the failed concern does 
not have as good a condition as the successful 
company. Too much capital is tied up in other 
assets. The successful company’s current assets 
to total assets ratio, while good, is declining 
and its ratio of fixed assets to total assets is in­
creasing.
TABLE No. 18
May 31
F ailed  C o n c e r n
1921 1922 1923
191 195 244
138 153 177
149 124 130
560 721 658
266 248 316
141 124 151
111 118 88
105 100 82
47 34 48
— 20.0 — 02.8 — 04.5
47.6 44.0 41.5
50.0 54.1 57.2
02.3 01.9 01.2
T y p e  of R a tio s
1. Current assets to current liabilities
2. Quick assets to current liabilities .
3. Sales to fixed a sse ts .......................
4. Sales to inventories..........................
5. Sales to receivables..........................
6. Sales to net w o rth ..........................
7. Net worth to d eb t.............................
8. Net worth to fixed assets..............
9. Inventories to receivables..............
10. Net profits to net w o rth .................
11. Current assets to total assets . . . .
12. Fixed assets to total assets ............
13. Other assets to total asse ts ............
June 30
S u c c e s s f u l  C o n c e r n
1921 1922 1923
371 761 944
268 573 703
N o t  A v a i l a b l e
N o t  A v a i l a b l e
N o t  A v a i l a b l e
N o t  A v a i l a b l e
131 162 128
127 125 110
42 35 38
— 05.8 02.3 04.3
52.5 47.3 47.1
44.7 49.6 50.9
02.8 03.1 01.9
I n t e r p r e t a t i o n  o f  T a b le  No. 18 
Both companies are fertilizer manufacturers
The successful company has a stronger credit 
and financial position than the failed concern 
because all its ratios are good with the possible 
exception of the low inventories to receivables 
ratio. Both companies, however, have a low 
ratio due to conditions in the industry. It is 
customary to grant long-term credit to their 
customers.
The failed concern’s current ratio and quick 
ratio are above the conventional standards. 
They are, however, "window-dressed” because 
of an increase of $12,000,000 in its funded 
debt. This in turn causes the net worth to debt 
ratio to fall to the low figure of 88 per cent. 
The balance sheet shows a funded debt 
amounting to $37,000,000 in the last year. 
This clearly suggests that heavy interest charges 
must be met. And the net profits to net worth
ratio is reporting losses each year!
The four sales ratios are showing a slight 
improvement due to the upturn of business 
conditions.
The net worth to fixed assets ratio is low 
and indicates that creditors are furnishing the 
funds for working capital and a part for fixed 
capital or assets.
The net worth to fixed assets ratio and the 
fixed assets to total assets ratio reveal a tend­
ency toward over-investment in plants.
In conclusion, it can be seen that the fore­
going ratios pointed out the approaching finan­
cial difficulties of the failed company.
I n t e r p r e t a t i o n  o f  T a b le  No. 19
The two companies are engaged in the manu­
facture of steel products
On account of the difference in the dates of 
the financial statements, the ratios of the suc­
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TABLE No. 19
December 31
F a il e d  C o n c e r n
1924 1925 1926
764 619 370
257 160 83
75 94 96
242 284 270
835 908 1148
172 249 291
41 34 28
43 38 33
345 311 425
— 08.0 — 03.0 — 09.9
31.2 30.4 30.6
67.0 68.0 66.7
01.7 01.5 02.5
*Not available.
T y p e  o f  R a t io s
1. Current assets to current liabilities
2. Quick assets to current liabilities .
3. Sales to fixed assets.....................
4. Sales to inventories........................
5. Sales to receivables................ ..
6. Sales to net w orth ........................
7. Net worth to debt...........................
8. Net worth to fixed assets..............
9. Inventories to receivables.............
10. Net profits to net w orth................
11. Current assets to total assets . . . .
12. Fixed assets to total assets...........
13. Other assets to total assets...........
June 30 
S u c c e s s f u l  C o n c e r n
1924 1925 1926 1927
739 584 387 273
267 216 151 80
94 91 88 *
283 274 372 *
1200 840 1143 *
65 63 76 *
1857 1524 476 411
145 144 115 115
425 306 307 390
06.1 03.4 09.4 06.2
34.0 34.5 27.5 29.0
65.5 65.2 71.4 70.1
00.4 00.3 01.0 00.8
cessful company are shown for four years. Be­
sides, sales data for the successful company in 
the last year could not be obtained.
All the ratios of the successful company are 
generally satisfactory with the exception of the 
quick ratio which is 80 per cent in the last 
year. The downward trend of some ratios 
can be traced to the expansion policy during 
1926. Fixed assets investment increased 50 
per cent and they were financed by both short­
term and long-term liabilities totaling more 
than $7,000,000. However, in spite of the 
trends the company’s position is still favorable.
The conspicuous weaknesses of the failed 
company are indicated by the net worth to 
debt ratio, the net profits to net worth ratio, 
and the net worth to fixed assets ratio. These 
ratios are exceedingly poor each year. There 
can, then, be no mistake about their import.
The net worth to debt ratio of 28 per cent sug­
gests a condition of undercapitalization and 
the urgent need of additional capital to be in­
vested in the concern by its stockholders. 
There are now $28 of net worth to every $100 
of debt. The balance sheet shows that the 
funded debt amounts to approximately $23,- 
000 ,000 .
The current ratio and the quick ratio have 
declined. Moreover, these ratios were "im­
proved” in 1924 by an increase of $6,000,000 
of long-term liabilities. So that the current 
ratio and the quick ratio do not look so good 
when the net worth to debt ratio is poor.
The net worth to fixed assets ratio suggests 
that too much capital is tied up in plants in 
proportion to the volume of business trans­
acted.
TABLE No. 20
May 31 May 31 Oct. 31 
†F a il e d  C o n c e r n
1918 1919 1920
185 191 143
 96 84 69
N o t  A v a i l a b l e
N o t  A v a i l a b l e
N o t  A v a i l a b l e
N o t  A v a i l a b l e
154 160 73
519 537 591
96 139 114
N o t  A v a i l a b l e
65.3 66.0 79.4
11.7 11.5 07.1
23.0 22.5 13.4†No statement published May 31, 1920.
T y p e  o f R a t io s
1. Current assets to current liabilities
2. Quick assets to current liabilities .
3. Sales to fixed assets.....................
4 . Sales to inventories........................
5. Sales to receivables........................
6. Sales to net w orth ........................
7. Net worth to debt...........................
8. Net worth to fixed assets.............
9. Inventories to receivables.............
10. Net profits to net w orth ................
11. Current assets to total assets . . . .
12. Fixed assets to total assets...........
13. Other assets to total assets...........
November 30
S u c c e s s f u l  C o n c e r n
1918 1919 1920
163 170 173
91 100 108
N o t  A v a i l a b l e  
N o t  A v a i l a b l e
N o t  A v a i l a b l e  
N o t  A v a i l a b l e
97 100 105
657 655 600
86 77 67
37.9 50.1 09.0
82.8 84.7 84.1
07.5 07.7 08.5
09.6 07.6 07.4
I n t e r p r e t a t i o n  o f  T a b l e  N o. 2 0  
Both concerns are engaged in the wholesale 
merchandise business
The current ratio of both companies is be­
low the 2 to 1 standard each year. However, 
in the last year, the successful company’s ratio 
is 173 per cent while the failed company is 
143 per cent. The trend of the successful com­
pany’s ratio is good, but this is not the case for
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the failed concern.
As for the quick ratio, the successful com­
pany alone is good. The failed concern’s ratio, 
however, is falling from 96 to 69 per cent.
The net worth to debt ratio of the failed 
concern is only 73 per cent in the last year, 
declining from the high mark of 160 per cent. 
The successful company is just satisfactory.
The net worth to fixed assets ratio is good 
for both companies. Inasmuch as both are 
wholesale businesses, the better ratio to employ 
would be the sales to total assets ratio. But 
sales data are not available so as to compute 
his ratio.
The inventories to receivables ratio is satis­
factory for both concerns.
The improvement in the current assets to 
total assets ratio may be due to the conduct of 
the business of the failed concern by the credi­
tors’ committee. This committee took over the 
affairs of the company a short time before 
the October 31st statement was published. The 
successful concern’s ratio is better.
All in all, one comes to the conclusion that 
the successful company’s ratios were better 
than those of the unsuccessful concern.
It should be mentioned that the successful 
company has assets of $20,000,000 while the 
failed concern has assets of $7,000,000. Be­
sides, the successful company is located in the 
middle west and the unsuccessful one in the 
east. Financial statements of another competi­
tor could not be procured.
Summary
After reviewing the data presented by the 
foregoing tables, one comes to the conclusion 
that the ratios of the successful companies 
made, by far, the better showing. In every 
case, the majority of the successful companies’ 
ratios were satisfactory. Besides, in a number 
of instances, all the ratios were favorable. 
This, however, was not true for the failed 
concerns. In every case, they had a number of 
unfavorable ratios.
It appears, then, that ratios are important 
tools in ascertaining significant relationships 
of business facts. These relationships are 
worthwhile indicators to business managers, 
credit executives, bankers, and other interested 
persons. It should be remembered, moreover, 
that the author does not advocate that ratios 
are absolute indicators of impending financial
difficulties. They are, indeed, helpful clues to 
be made the subject for further investigation. 
They are, also, tests of business health.
This investigation, furthermore, has revealed 
very significantly the increasing importance of 
such ratios as the net worth to debt and the 
net profits to net worth ratios. The value and 
the import of these ratios have been pointed 
out from time to time in the interpretation of 
the tables. The current ratio and the quick 
ratio are running a poor second; and while 
possessing some value, they should not be given 
as much weight in the credit decision as form­
erly when an industrial enterprise has long­
term liabilities. An enterprise with a poor net 
worth to debt ratio and an equally poor net 
profits to net worth ratio is running the seri­
ous risk of receivership or creditors’ committee 
because of the inability to meet the interest 
charges.
Even the net worth to fixed assets ratio 
seems to be developing into an important ratio.
Finally, one difficulty encountered in con­
nection with this investigation has been the 
limited number of cases available for selection 
and analysis. This is because of the unavail­
ability of the data of failed companies. It is, 
indeed, rather difficult to procure a sufficient 
number of failed companies which publish 
financial statements. Many concerns, success­
ful and unsuccessful, do not publish financial 
statements.
TWELVE THINGS TO REMEMBER 
By Marshall Field
( Credit Executive, official publication of the 
New York Credit Men’s Association, selected 
the following dozen items from the writings 
of the foremost merchandiser of the Mid- 
West:)
1. The value of time.
2. The success of perseverance.
3. The pleasure of working.
4. The dignity of simplicity.
5. The worth of character.
6. The power of kindness.
7. The influence of example.
8. The obligation of duty.
9. The wisdom of economy.
10. The virtue of patience.
11. The improvement of talent.
12. The joy of originating.
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A Problem In Over-Depreciation
By John L. Riemer, C.PA., Los Angeles, California
A GOOD deal has been written on the 
various methods of calculating deprecia­
tion. In this article, we shall base our discus­
sion on the assumption that the most popular 
method, which is also favored by the Bureau 
of Internal Revenue, the "Straight Line” 
method is being used.
Of the various problems arising in connec­
tion with depreciation accounting, we shall 
consider only one: the question of over-de­
preciation due to inadvertence, because of lack 
of proper safeguards against it.
Asset accounts, representing depreciable as­
sets, may conveniently be divided into two 
classes; those dealing with a single unit, such 
as a building or a machine; and those dealing 
with miscellaneous equipment items carried in 
one account.
In the case of accounts dealing with single 
units, the question of over-depreciation does 
not present any particular problem. When the 
amount to the credit of the reserve equals the 
cost of the asset, less scrap value, if any, 
further depreciation entries become obviously 
unnecessary.
Where an account represents the accumu­
lated cost of a large number of equipment 
items, such as patterns, dies, jigs, machinery, 
and equipment, etc., it may easily happen that 
more depreciation will be charged off than is 
proper.
The author’s attention was first called to 
the problem a few years ago, when analyzing
the claim for depreciation in an income tax 
return.
It developed that the taxpayer had deducted 
more than 100% depreciation on that part of 
his equipment which he had bought at the 
commencement of business some years before. 
Since he had bought some additional equip­
ment every year, there was nothing on the 
face of the accounts to indicate that he should 
have discontinued to depreciate his original 
equipment purchase, and that he should have 
confined the application of his usual 25 per 
cent charge-off to the remainder of the equip­
ment account only. See Tables 1 and 2 for 
example.
If we were to create a separate account for 
each year’s equipment purchases, together with 
a separate depreciation reserve for it, the 
problem would be solved.
In practice, such a procedure would be 
rather cumbersome; especially in cases where 
monthly depreciation calculations are to be 
made. Bookkeepers would object, and with 
good reason, that the multiplication of ac­
counts involved would not be justified by the 
results accomplished.
As a matter of fact, we can accomplish the 
same result by setting up a work sheet for the 
chronological analysis of each such miscel­
laneous equipment account. In my own 
practice, I have used such an analysis with 
satisfactory results for a number of years.
A twenty-one-column work sheet (size 14"
P A T T E R N  ACCOUNT
December 31, 1926 $8,250.00
R E S E R V E  FO R  D EPR EC IA T IO N  O F P A T T E R N S
Dec. 31, 1926 $6,412.50
T able No. 1
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W ALKER MANUFACTURING COMPANY 
CHRONOLOGICAL ANALYSIS OF PATTERN ACCOUNT 
Year 1922 to
Annual 
Year Rate Used
Depreciation 
Charged Off 1922 1923 1924 1925 1926
Cost of Assets Acquired 
Each Year $3,000.00 $900.00 $1,500.00 $1,800.00 $2,100.00
1922 25%
1923 25%
1924 25%
1925 25%
1926 25%
$ 750.00 
862.50
1,162.50 
1,575.00
2,062.50
750.00
750.00
750.00
750.00 
750.00*
112.50
225.00
225.00
225.00
187.50
375.00
375.00
225.00
450.00 262.50
$6,412.50 $3,750.00* $787.50 $937.50 $675.00 $262.50
*Note $750.00 over-depreciation.
x 2 5 .5 " )  is usually large enough for this pur­
pose, although in some cases a twenty-eight- 
column sheet might be better, since it will 
lengthen the useful period of the sheet by 
another seven years.
The accompanying Table No. 2 will give 
the reader a better idea of the work sheet and 
its use, than a lengthy description could do.
The first step in constructing the work 
sheet, is to distribute the asset account by al­
locating the net purchase to the various years. 
Next, the figures for the "Cost of Assets Ac­
quired Each Year” are cross-added to prove 
the mathematical correctness of the distribu­
tion.
The next step is to make a similar distribu­
tion of the accumulated depreciation reserve 
for each year. When this distribution has been 
made, the different columns should be added 
and the totals inserted with small pencil 
figures. Cross-adding the small pencil figures 
gives us the sum of the distributed deprecia­
tion reserve, which should of course agree 
with the ledger balance.
Table 3 furnishes several examples of over­
depreciation. For instance, in the year 1929  
the amount of over-depreciation was $113.68  
($767 .52  less $ 6 5 3 .8 4 ). The cause of this 
over-depreciation and why it was not subse­
quently corrected, is immaterial. The auditor 
who prepared the work sheet (Table 3 ) faced 
a fact and not a theory, when he arrived upon 
the scene. He had to dispose of the over-de­
preciation, and he did it by allocating it to the 
earliest year in the series.
In 1930, the amount of over-depreciation 
was $1 ,259 .37  ($1,913.21 less $ 6 5 3 .8 4 ). In 
1931, it was $475 .54  ($1 ,129 .38  less 
$ 6 5 3 .8 4 ). Furthermore, when distributing 
that year’s depreciation, it was discovered that 
only $915.41 was required to depreciate fully 
the equipment bought in 1924 ; consequently, 
the excess was transferred to the next earlier 
year, namely 1925.
The reason for allocating over-depreciation 
to the earliest year in the series is, of course, 
to eliminate the amount of error involved in 
the shortest possible time.
Inspection of Table 3 reveals the fact that, 
on account of the over-depreciation in 1929, 
1930 and 1931 being allocated to the earliest 
year, the equipment bought in 1924 was fully 
depreciated in eight years, although the annual 
rate used was only 10%  of cost.
Eliminating the 1924 cost at the end of 
1931, instead of two years later, reduces nat­
urally the depreciation to be charged off in 
1932 and 1933.
It should be noted also, that the deprecia­
tion for the latest year is only one half of the 
annual amount. This is so, because some pur­
chases having been made early in the year and 
others toward its end, an average use of six 
months is assumed for all the items bought 
during the year.
In cases where the number of items is small 
or the cost is large, it will of course be more 
accurate to calculate the depreciation on each 
separate item from the date of its acquisition 
to the end of the year.
T a b l e  N o. 2
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W A L K E R  M A N UFACTURIN G  CO M PA N Y  
CHRONOLOGICAL A N A LY SIS  O F E Q U IP M E N T  ACCOUNT  
Years 1924 to 1931
Ann. Deprec’n
Year Rate Charged 1924 1925 1926 1927 1928 1929 1930 1931
Used Off
Cost of Assets Ac­
quired Each Year $6,538.42* $6,362.64 $2,747.82 $6,492.94 $22,443.89 $9,884.22 $903.72 $8,592.04
1924 10% $ 326.92
1925 10% 971.97
1926 10% 1,427.49
1927 10% 1,889.53
1928 10% 3,336.36
1929 10% 5,066.45
1930 10% 6,751.54
1931 10% 6,442.49
326.92
653.84
653.84
653.84
653.84 
767.52†
1,913.21† 
1,129.38† 
—  213.97‡
318.13
636.26 137.39
636.26 274.78 324.65
636.26 274.78 649.29 1,122.19
636.26 274.78 649.29 2,244.39 494.21
636.26 274.78 649.29 2,244.39 988.42 45.19
636.26 274.78 649.29 2,244.39 988.42 90.37 429.60 
+  213.97‡
$6,538.42
Ent’d on 
J. 146
*When the assets bought in 1924 were fully depreciated at December 31, 1931, the depreciation reserve was charged and the asset account credited with $6,5.38.42 in the journal; while on the “Analysis” the correspond­ing amounts were eliminated from future consideration as indicated by the heavy black lines drawn around them.
†Note excess over $653.84, the correct amount.
‡ Amount not needed for the year 1924 is transferred to the next following year.
T a b l e  No. 3
The question may be asked, why should any 
over-depreciation be thrown into the earliest 
year? Why not allocate it to the latest year 
instead? The latter practice would be more 
convenient, anyhow.
The answer is, that to allocate over-de­
preciation to the current year would tend to 
leave the amount of over-depreciation in the 
account for a number of years.
Aside from the resulting under-statement of 
net earnings, there is to be considered the view 
which the Bureau of Internal Revenue would 
take.
In the example shown in Table 3, the 
Bureau would probably be reluctant to upset 
the returns filed, unless the over-depreciation 
were comparatively large; since the error is 
speedily corrected by eliminating the earlier 
purchases promptly and expeditiously from 
further depreciation. If the other method 
were used, this would not be the case.
The third alternative, that of calculating an 
effective rate and distributing the over-depre­
ciation over all the years ratably, is open to 
the objection that it, like the second method, 
would result in carrying forward a consider­
able amount of the over-depreciation, al­
though the final effect would be approximately 
midway between the other two methods. Fur­
thermore, it seems to be rather pedantic.
What would be the advantage of making 
a lot of calculations, carrying percentages out 
to three or four decimals, merely to confuse 
and becloud the issue in the end.
In the last analysis, the amount of deprecia­
tion to be charged off is only an estimate. If 
practice is faulty and the actual amount 
charged off differs somewhat from the theo­
retical amount required by the adopted form­
ula, it would seem preferable that the amount 
of error be clearly shown on the face of the 
work paper, than to have it buried by spread­
ing it over the whole series of figures.
The practice of offsetting previous years’ 
over-depreciation by under-depreciation in 
subsequent years can be justified only in cases
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where the amount involved is comparatively 
small, and then only on the theory that it is 
better to show all the expense in the profit and 
loss account and operating statement at some 
time, rather than only a part of it.
Where the amount involved is large or 
where theoretically correct treatment is desired, 
it would be necessary of course to correct the
depreciation reserve for previous years by an 
adjustment through the surplus account, be­
fore setting up the "Chronological Analysis.” 
If the "Chronological Analysis” is used to 
determine the amount to be charged off at 
the end of the year, the correct amount can 
easily be ascertained and all over-depreciation 
can be avoided. See Table 4 for example.
W A L K E R  M A N U FA CTU RIN G  CO M PAN Y  
CH RONOLOGICAL A N A L Y S IS , D IES AND JIG S ACCOUNT  
Years 1924 to 1931
Ann. Deprec’n
Year Rate Charged 1924 1925 1926 1927 1928 1929 1930 1931 
Used Off
*The heavy lines around these columns indicate that the figures therein are eliminated from future con­
sideration and that the proper closing-out entries have been made in the books.
T a b l e  No. 4
Incom e Tax Regulations
( Continued from  page 722)
homes, and hospitals for war veterans, life 
insurance claims, etc., amounting to $1,053,- 
000,000, or a total of 26.70 per cent. Over 
one-fourth of the total cost of the Federal 
government lies in that one item alone. Then 
come two important, but easily overlooked 
items: Public debt retirement, $497 ,000 ,000 , 
12.60 per cent. Interest on public debt, $640,- 
000 ,000 , or a proportion of 16.23 per cent. 
Those last two— public debt retirement and 
interest on public debt— are occasioned almost 
entirely because of the W orld W ar. And yet 
in those two items rests the financial integrity 
of our government.
Finally, over here, 26 .99 per cent is the cost 
of all the other activities which you can easily 
recognize as being the ordinary administrative 
functions of government. W e have now made 
an accounting for all of your income-tax dol­
lar, except as to a small item of 0 .54  per cent 
which represents certain non-functional activi­
ties, such as refunds, losses, etc.
I believe that if this nation is to reach 
the heights to which it may go, the average 
man and woman of this country should take 
more interest in the affairs of its government. 
If that were true, I think many of our Sena­
tors and Congressmen would receive much 
more intelligent mail from their constituents, 
and the small minorities would not be suc­
cessful in concerted efforts for legislation for 
their special benefit. Of course, if you per­
mit or insist upon certain things being done 
by the national government, and are willing 
to pay for it, perhaps that is all anybody can 
ask; but, certainly, my friends, in times like 
these, we should not have the thoughtlessness 
of today, but rather the deepest concern for 
our own and our neighbors’ welfare, as it is 
affected by and interpreted through national 
government. Thank you.
Cost of Assets A c­
quired Each Year
1924
1925
1926
1927
1928
1929
1930
1931
20%
20%
20%
20%
20%
20%
20%
20%
$100
260
440
635
800
895
950
1,025
$1,000* $600* $1,200* $750 $900 $1,050 $1,100 $1,450
100 
200 
200 
200 
200 
100 
E nt’d 
on 
J. 63
60 
120 
120 
120 
120 
60 
E n t’d 
on 
J. 115
120 
240 
240 
240 
240 
120 
Ent’d 
on 
J. 158
75
150
150
150
150
90
180
180
180
105
210
210
110
220 145
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A D V I C E
T O  T H E  W O M E N  a n d  M A I D E N S
Shewing, that instead o f  their usual Pastime; and education in 
N eedle-w ork, Lace, and Point-making, it w ere far more N eces­
sary and Profitable to apply themselves to the right Under­
standing and Practice o f the m ethod o f  keeping books o f ac­
count: whereby, either single, or married, they may know their 
Estates, carry on their Trades, and avoid the D anger o f  a 
helpless and forlorn Condition, incident to W idow s.
W ith  som e Essays, or rudiments for young beginners; in tw elve  
articles.
O F  
L O N D O N *
LONDON
Printed for Benjamin Billingsfley 
at the Printing press in Cornhill, 
1678
*From copy owned by Francis A. Ross, C.P.A., Ann Arbor, Mich.
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A D V I C E  
T O  T H E  W O M E N  a n d  M A I D E N S
O F
L O N D O N
Ladies and G entlewom en,
Permit one o f  your Sex to g ive you, as far as her small know l­
edge w ill reach som e hints to the right understanding and use o f  
Accounts: an Art so useful for all sorts, sexes and degrees o f  per­
sons, especially for such as ever think to have to do in the w orld in 
any sort o f Trade or Commerce, that next to a stock o f  M ony, W ares 
and Credit, this is the most necessary thing.
N o r  let us be discouraged, or put by the inspection thereof by 
being bid m eddle w ith our distaff, for I have heard it affirmed by 
those w ho have lived  in foraign part, that M erchants and other 
trades m en have no other Book-keepers than their W ives: w ho by  
this means (the Husband dying) are w ell acquainted w ith the na­
ture and manner o f the trade, and are so certain how, and where 
their stock is; that they need not be beholden to servants or friends 
for guidance.
A nd for telling  us that the Governm ent o f  the H ouse
apper­
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appertains to us, and the trades to our Fathers or Husbands; (under  
favour) the one is to be m inded, and the other not neglected, for 
there is not that danger o f  a fam ilies overthrow by the sause want­
ing it’s right relish, or the Table or Stools m isplac’t, as by a w idow s  
ignorance o f  her concern as to her estate, and I hope husbands w ill 
not oppose this w hen help and ease is intended to them w h il’st liv­
ing; and safety to their nam e and posterity after death: except they 
have private trades (too much in m ode) w hereof they w ould  have 
their w ives w holly  ignorant. In such a case indeed, one that knows 
not that one and tw o make three suits best. And let us not fear w e  
shall want tim e and opportunity to mannage the decencies o f  our 
house; for what is an hour in  a day, or half a day in a week, to 
make inspection into that, that is to keep m e and m ine from  m ine  
and poverty.
M ethinks now  the objection may be that this art is too high  
and mysterious for the weaker Sex it w ill make them proud: 
W om en had better keep to their N eedle-w ork, point laces, etc. and 
i f  they come to poverty, these small Crafts may g ive them some 
mean releif.
T o w hich I answer, That having in  som e measure practiced 
both N eedle-w ork and Accounts I can averr, that I never found this 
M asculine Art harder or m ore difficult then the effeminate achieve­
ments o f  Lace-makeing, gum  work or the like, the attainment where­
o f  need not make us proud: A nd G od forbid that the practice o f  
an useful Virtue should prompt us to a contrary Vice.
Therefor if  I m ight advise you, you should let the poor serve 
you w ith these mean things, w hilst by gaining or saving an estate 
you shall never be out o f capacity to store your selves more abund­
antly w ith those trifles, then your ow n industry in  such matters 
could have ever blest ye.
And
1932 THE CERTIFIED PUBLIC ACCOUNTANT 739
A nd now  G entlew om en I g ive you those rudiments o f  A c­
counts which are the subject o f  this little  pam phlet and transmit 
this learning to you the best I can, in the se lf same manner as it 
came to me.
K now  then that my Parents were very careful to cause m e to 
learn w riting and Arithmetick, and in that I proceeded as far as 
Reduction, the Rule o f Three and Practice, w ith other Rules, for 
without the know ledge o f these I was told  I should not be capable 
o f Trade and Book-keeping and in these I found no discourage­
ment for though Arithmetick set my brains at work. Y et there was 
much delight in seeing the end, and how  each question produced a 
fair answer and inform ed m e o f things I knew not.
Afterwards I was put to keep an exact account o f the expence 
o f  H ouse-keeping, and other petty Charges, my Father m ade it my 
office to call all persons to an account every night what they had 
laid out, and to reimburse it them, and set all dow n in a’ book, and 
this is the way to make one a Cashier as they are termed, and one  
that can keep a fair account o f receipts and payments o f  M oney or 
Cash-book, is in a good  way towards the understanding o f Book­
keeping: Shee that is so w ell versed in this as to keep the accounts 
o f her Cash right and dayly entred in a book fair w ithout blotting, 
w ill soon be fit for greater undertakings.
N o w  in regard that other learnings do depend upon this 
petty Cash account; I find it therefore convenient to g ive you an 
exam ple o f  a moneths expence, and you w ill thereby see that further 
use may be m ade o f  it afterwards.
Therefore to begin, my Father gives m e at several times in 
the moneth o f January, the sum o f 21 1. 17 s. 11 d. the account o f  
the expences w hereof is as follow eth.
Ex-
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EXPENCES IN  JA N U A RY 1676
fol. l . s. d.
Jan. 1. Paid for a book to keep these accounts.........  12 —  —  4
For 3 dozen of C and les...................................  10 —  16 9
To the Scavenger to Christmas last. . 1 1  —  1 6
For 2 bushels of M e a l .....................................  9 —  11 —
For a hood, scarf, apron and gloves..............  11 —  18 6
Coach hire to W estm inster............................  12 —  1 6
For 12 larks and 18 s n its ..............................  8 —  2 10
Given a Maid that brought a present............ 12 —  1 —
For Beaf and B a c o n ..........................................  8 —  4 4
For 30 E g g s ....................... ................................ 9 —  1 6
For Roots and H e rb s ........................................ 9 —  —
For drinking glasses ........................................ 11 —  1
For Oysters ..........................................................  8 —  1
3. For a Knife and F o r k ........................................ 11 —  1 8
Given to new B ed lam ........................................ 12 —  2 —
For Almonds and R ice........................................  10 —  1 —
For Eyew ater.......................................................  10 —  —  4
4. For a Leg of Veal ............................................  8 —  7 —
For Salt Fish and Sm elts...................................  8 —  5 6
For Herbs and S a lle t..........................................  9 —  1 —
For a pound of B u tte r ............................ .. 9 —  —  9
For earthen w a re .......................................... .. 11 —  —  5
For oil, Vinegar and A nchovis.......................  10 —  1 6
For mending a h e a rth ........................................ 10 —  1 7
For a pound of Sauciges...................................  8 —  —  8
carried over 4 6 4
8
6
6
1932 THE CERTIFIED PUBLIC ACCOUNTANT 741
Fol. l. s. d.
Brought over 4 4 6 4
Jann. 5. Given to the p o o r.......................................... 12 —  1 —
For a quart of white-wine............................. 8 —  1 —
To a Physitian...............................................  10 — 10 —
For thred la ce s ..............................................  11 — — 6
To two washer women.................................  10 — 3 —
For 2 pound of Sauciges............................  8 — 1 —
6. For F is h ...........................................................  8 — — 6
For a twelf-tide cak e .....................................  9 — 3 9
For Bread ....................................................... 9 — 2 —
For Soap and B lu in g ...................................  10 — 1 —
For A l e ...........................................................  8 — —
For Fagots ...................................................... 10 — —
For Needles ..................................................  11 — —
For Trolly la c e ..............................................  11 — 7
For B a co n ............. .........................................  8 — 1
For E g g s ..........................................................  9 — —
8. For Meal and Flow er...................................  9 — 11
For a piece of T a p e .....................................  11 — 1
For Fish ..........................................................  8 — 1
For Sand and Fullers earth ........................  11 — 1
For S a l t ....................................... ...................  10 —
For a Mop and broom s.................................  11 — 1
9. For a Riband and T ap e .................................  11 — 6
For Soap .........................................................  10 — —
For a knuckle of V e a l .................................  8 — 1
For mending the F lo o r.................................  10 — 1
For Mustard ..................................................  10 — —
For Apples, Roots and H erbs....................  9 — —
10. For small coal and matches........................  10 —  —
For Brand .......................................................  9 — —
carried over 7 8 11
4
4
1
6
6
6
6
2
3
4 
8
5 
2 
8
6 
2 
9 
8
4
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fol. l . s. d.
Brought over 5 7 8 11
1676
Jann. 11. To a Porter......................... ......................... 12 — — 6
Oatcakes and^  wheat .................................. 9 — 1 1
For thirty e g g s ............................................  9 — 1 6
For Saucidges and lin k s ...........................  8 — 2 4
For a Mum-glass........................................  11 — — 5
To the p o o r ................................................  12 — 1 —
For veal for broath............................. .. 8 — 1 1
12. For fish and Anchovis .............................  8 — 3 4
For bread and barley.................................  9 — — 4
For sallet and shalots................................ 9 — — 3
Paid the milk-womans score.....................  9 — 1 2
For two pound of Sugar...........................  10 — 1 1
13. For a Chalder of C oals...............................  10 1 1 6
For bone-lace..............................................  11 — 2 2
For Veal, Pork, tripe, e tc ...........................  8 — 17 6
For Mutton . ...............................................  8 — 16 —
For Oatmeal................................................  9 — 1 —
For Herbs .................................................... 9 — — 9
15. For a hood, tape, and thred.......................  11 — 10 3
To a porter ................................................  12 — — 6
For two pound of butter...........................  9 — 1 —
For f ish .........................................................  8 — 2 4
For a bottle of V inegar.............................  10 — — 6
A quarters wages to the Maid end. Christm. 9 1 — —
17. For Beef and M utton................................ 8 — 4 —
For a P u llet................................................. 8 — 1 3
For herbs and roots.................................... 9 — 1 5
19. For a peticoat..............................................  11 1 13 —
For bread..................................................... 9 — —
For f ish .........................................................  8 — —
For Broadcloth............................................ 11 — 18
20. For Riband................................................... 11 — 1 8
carried over 15 17 2
4
4
6
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fol. l. s. d.
brought over 6 15 17 2
1676. To a servant that brought a present...... 12 — 1 —
Jann. 20. For soap and fullers Earth................ 10 — — 6
Yest for brewing........................... 8 — — 4
A pint of white wine..................... 8 — — 6
22. For ten bushels of Mault.................. 8 1 10 —
For bread ................................... 9 — — 4
23. For Veal, Calves Head, etc................. 8 — 5 6
For Calico and Sewing Silk............... 11 — 1 —
25. Given a Child .............................. 12 — — 6
For Ribband, Silk, and Purle.............. 11 — 4 9
For fish ..................................... 8 — 1 10
27. For Pease.................................... 9 — — 9
For Anniseed-water ........................, 10 — — 5
For Meal and Flower..................... 9 — 13 —
29. For Shooes to the Children............... 11 — 3 4
To the Minister............................ 11 — 12 —
For Paving the Street..................... 11 1 1 6
A Quarter to the Poor, due at Christmas. . 11 — 2 6
30. To a Physitian.............................. 10 — 10 —
To the Apothecary......................... 10 — 5 6
31. For the River-water to Christmas. . . 
Total
11
21
5
17
8
11
Thus much for the particular Account o f  the Expences in January, 
am ounting to 21 l . 17 s. 11  d. W hich  (being  past and a llow ed ) I am  
required to draw out in another form, and to make out, in particulars, 
how  much thereof is Expended in M eat, how  much in Bread and M eal, 
how  much in Fish, etc. A nd so to subdivide, and branch out this Account 
into as many parcels as is convenient, to shew which way my M oney goes, 
and put m e upon Considering how  I may lessen my Expences for the 
tim e to come.
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C .  P .  A .  E x a m i n a t i o n  Q u e s t i o n s *
November, 1932
Account 1931 1932
Cash on h a n d ............................................ ...........$ 300.00 $ 300.00
Cash in bank................................................. ........... 1,856.29 772.48
Cash in hands of City Treasurer................. ........... 10,508.63 69,875.69
1929 taxes receivable.................................... ........... 201,406.61 188,711.17
1930 taxes receivable.................................... ..........  581,043.29 313,578.68
1931 taxes receivable.................................... ........... 1,972,655.12 923,675.37
1932 taxes receivable.................................... 2,001,373.84
State aid ....................................................... ........... 65,814.76
Inventory of supplies.................................... ........... 12,021.54 12,021.54
Unamortized bond discount......................... 17,275.81
Real estate..................................................... ........... 265,711.62 265,711.62
Buildings....................................................... ........... 3,956,849.20 3,984,921.86
Equipment—
Departmental ...................................... ........... 563,193.61 636,598.73
Building .............................................. ........... 116,761.42 116,436.97
Instruction expense...................................... 1,148,483.59
Administration expense .............................. 294,726.15
Building operation and maintenance........... 483,964.03
Totals ............................................................... $7,748,122.09 $10,458,427.53
*The Service of Examination Questions conducted by The American Society furnishes practi­
cally twice as many questions in Theory, Auditing, Commercial Law, and Economics and Public 
Finance as could be used by any State Board for a four-hour examination period, and twice as 
many problems in Practical Accounting as would be required for two examination periods of four 
to five hours each. A Board using the service makes its own selections and adds any special ques­
tions or problems which it desires. The first part of the problems in Practical Accounting follow.
P r a c t i c a l  A c c o u n t i n g
Problem 1:
The Board of Education of the Stoneboro school district has authorized 
you to make an audit of its books for the year ending June 30, 1932, and in­
structs you to prepare a balance sheet composed of two funds: one to be cap­
tioned "Current Fund” and to reflect items arising from operations, and a 
second to be known as "Building Fund” which will incorporate only those 
items representing capital assets. In addition to the fund balance sheet as of 
June 30, 1932, you are asked to prepare a condensed statement of income and 
expense for the year ending on that date.
Following are the trial balances of the general ledger on June 30, 1931 
and 1932:
June 30
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1929 tax anticipation warrants..............................$ 12,500.00
1930 tax anticipation warrants.............................. 426,000.00 $ 172,500.00
19,31 tax anticipation warrants.............................. 1,300,000.00 583,000.00
1932 tax anticipation warrants.......................... . 1,000,000.00
Teachers’ orders .................................................... 175,317.32 217,725.04
Certificates of indebtedness.................................... 73,651.27 94,817.60
Accounts payable .................................................. 37,849.63 162,676.52
6% refunding bonds.............................................. 750,000.00 1,218,000.00
5% building bonds................................................ 947,750.00 889,000.00
Accrued interest .................................................... 70,586.96 74,310.19
Reserve for depreciation........................................ 382,064.93 376,779.93
Reserve for uncollectible taxes—1929..................  186,453.02 186,453.02
Reserve for uncollectible taxes—1930..................  192,006.18 192,006.18
Reserve for uncollectible taxes—1931..................  197,265.51 197,265.51
Reserve for uncollectible taxes—1932..................  200,137.38
Unamortized bond premiums................................ 16,916.87 16,916.87
Income from taxes.................................................. 1,801,236.46
Miscellaneous income............................................ 95,842.43
School fu n d ............................................................ 2,979,760.40 2,979,760.40
Totals ............................................................$7,748,122.09 $10,458,427.53
In line with customary procedure, 1932 taxes were levied in July, 1931, 
and the income therefrom will constitute the income of the school district for 
the year 1931-32. Inasmuch as the 1932 taxes will not be due prior to June 
30, 1932, the Board issued 6% tax anticipation warrants, as in other years, in 
order to provide funds with which to operate.
The balance of 1929 taxes receivable is considered uncollectible, and you 
are authorized to write it off against current income, applying it in the ratio 
of three-to-one against Education and Operation income, respectively.
According to State law, the levy of 1932 was required to be divided as 
follows:
Education................................................................................$1,501,030.38
Operation................................................................................ 500,343.46
Total levy........................................................................$2,001,373.84
The law provides that the portion alloted to Education covers the expected 
requirements for instructional and administrative expenses, interest on and 
retirement of refunding bonds, and all purchases of departmental equipment. 
That part of the levy relating to Operation covers the estimated expenses of 
operating the building, expenditures for building improvements and equip­
ment, and interest on and the prepayments of principal of building bonds.
Miscellaneous income was analyzed as follows:
Particulars Amount
Tuition .......................... ............................................................. $46,391.82
Laboratory fee s ............................................................................ 16,004.73
Book store receipts........................................................................ 23,937.83
Library fines ............ ...................................................................  2,663.05
Rental of gymnasium and athletic field....................................... 6,845.00
Total ...................................................... $95,842.43
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All cash received is deposited with the city treasurer against whom the 
Board issues orders in payment of its obligations. Bank balance represents 
collections of fees, rentals, etc., made during the month of June which were 
turned over to the city treasurer on the fifth of July.
At the close of each school year, the Board submits to the State Board of 
Education a statement of the expenses incurred during the term for certain 
industrial courses, and for the care of crippled children. The State reimburses 
the district with an arbitrary percentage of such expenses. On July 12, 1932, 
the district received a check for $69,358.32 from the State Board, representing 
the State’s contribution to the expenses of the year 1931-32.
Inventories of supplies on June 30, 1931 and 1932, were as follows:
Values at Cost 
June 30
Item 1931 1932
Educational supplies ..............................................$ 6,708.15 $4,156.28
Administration supplies .......................................... 2,059.33 1,136.13
Operating supplies .................................................. 3,254.06 4,372.40
Total supplies ..................................................$12,021.54 $9,664.81
During the year building equipment amounting to $5,285.00 and fully 
depreciated, was discarded, no salvage value being realized. The Board has 
stated to you that it assumes that full provision has been made for capital 
expenditures in each year’s levy. You may assume, therefore, that any deficiency 
in a levy is deductible from appropriations for current expenses.
Because of the difficulty of levying and collecting taxes, caused by the 
depression, refunding bonds, payable out of future levies, were authorized 
under a special State law for the purpose of providing funds for teachers’ 
salaries. Refunding bonds have been issued as follows:
Date of Issue Rate Maturity Amount
November 1, 1930 6% $20,000.00 payable annually commencing No­
vember 1 , 1931..................................................$400,000.00
January 1, 1931 6% $10,000.00 payable annually for five years com­
mencing January 1, 1932, and annual install­
ments of $20,000.00 thereafter........................ 250,000.00
May 1, 1931 6% $2,000.00 payable annually for ten years com­
mencing May 1, 1932, and thereafter in annual 
installments of $16,000.00.............................. 100,000.00
October 15, 1931 6% $10,000.00 payable annually commencing Oc­
tober 15, 1934.................................................. 100,000.00
November 1, 1931 6% $15,000.00 payable annually for ten years com­
mencing November 1, 1935, and thereafter in 
annual installments of $50,000.00.................... 300,000.00
June 1, 1932 6% $10,000.00 payable annually commencing June 
1, 1934 ........................ ................................... 100,000.00
Bond premium and discount has not been amortized for the year 1931-32,
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and adjustments should be made as follows:
Discount on refunding bonds applicable to year 1931-2..............$1,472.85
Premium on building bonds applicable to year 1931-2................  2,801.63
Proper provisions for depreciation of buildings and equipment for the 
year 1931-32 are:
Provisions 
1931-2 of Previous 
Asset Provision Years
Buildings............................................................$113,453.87 $199,434.09
Equipment
Departmental ............................................ 74,987.03 164,712.60
Building .................................................... 11,395.66 17,918.24
Total depreciation ....................................$199,836.56 $382,064.93
Other than the facts mentioned, your audit reveals the books to be in 
accordance with the true condition of affairs.
Problem 2:
Dabney Blake and Alfred Cassels on August 1, 1932, opened a joint ac­
count with Marstens & Co., brokers, and proceeded to trade actively in listed 
stocks. On September 15, having made a profit, which they will share equally, 
they decided to close the account and distribute the balance. Blake agrees to 
take over the long stocks while Cassels will assume the short sales under his 
own name. They call upon you to prepare a statement of profits earned, de­
tailed by stocks, and a statement showing how the cash proceeds should be 
distributed. You are furnished with the following information (letters are 
substituted for names of stocks):
(a) Blake deposited with the broker, upon opening the account, certain 
shares, which the broker sold shortly thereafter, as follows:
Name of Cost Market Value
Shares Stock to Blake August 1, 1932
300 ........................................................ A $ 35,266.80 $ 1,575.00
880 ........................................................ B 318,560.00 21,450.00
(b) Cassels deposited $10,000.00 cash in the joint account.
(c) Transactions during the 45-day period, abstracted from the broker’s 
statements:
Balance,
Name of Purchases Sales September 15, at Cost
Long Short
$1,684.32
.1,851.36
3,895.50
Stock Shares Amount Shares Amount Shares
A 2,540 $15,634.90 3,040 $28,730.85 200
B 1,350 35,119.84 1,800 46,347.02 430
C 700 352.50 700 4,980.25
D 800 10,268.13 1,000 15,462.47 200
(d) Interest allowed by broker, $15.33. Dividends on B stock credited 
to the brokerage account amounted to $200.00.
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( e) Market values at September 15: A, 9½ ; B, 25; D, 18⅜ .
( f ) Commissions and taxes are included in all the above figures, and no 
further adjustment need be made therefor.
Problem 3:
You are called upon to prepare a certain statement for an executor. You 
ascertain the following facts:
James Parker died on July 2, 1931, leaving an estate as reflected in his 
books of account:
Cash in closed bank............................................$ 2,520.00
Cash in First National Bank.............................. 8,486.33
Stocks, at cost...................................................... 345,024.50
Bonds, at cost.................................... .................  73,297.25
Real estate (home), at cost................................ 24,500.00
Home furnishings.............................................. 10,200.00
Dividends declared, but not received................ 832.00
—------------  $464,860.08
6% first mortgage, secured by real estate..........$ 19,550.00
Accrued interest on mortgage.............................. 97.75
5% demand bank loan, secured by stocks de­
posited as collateral........................................ 50,000.00
--------------- 69,647.75
Net worth, per books.................................. $395,212.33
Cash on hand at the date of death was $138.00. Unclipped matured cou­
pons amounted to $237.50. In addition to the liabilities expressed above there 
was additional accrued interest of $195.50 on the mortgage and $266.84 on 
the bank loan, and accrued property taxes of $444.72. Household bills unpaid 
were $349.78. The market value of the stocks was $234,943.52, and of the 
bonds, $54,633.57, while the real estate was appraised at $22,425.90 and home 
furnishings at $5,850.00. Cash in the closed bank was estimated to be 50% 
collectible.
On March 1, 1932, title to the real estate and home furnishings was con­
veyed to the widow in accordance with the terms of the will.
Receipts and disbursements of the executor, R. S. Tait, from July 5, 1931, 
to and including July 1, 1932, were as follows:
Receipts—
Cash in bank..............................................$ 8,486.33
Cash on hand.............................................. 138.00
Interest received on bonds.......................... 5,849.19
Interest on bank balance............................ 102.77
Dividends received.................................... 7,400.50
Proceeds of insurance policies....................  20,000.00
Sales of stocks (cost, $76,418.92; market
value at date of death, $64,954.30) . . . .  59,681.38 
Sales of bonds (cost $21,416.81; market
value at date of death, $20,350.90)___ 18,138.21
Dividend on deposit in closed bank..........  252.00
--------------- $120,048.38
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Disbursements—
Specific bequests to relatives......................$ 20,500.00
Specific bequests to charitable corporations. 35,000.00 
Payments made by court order—
Bank loan (July 1, 1932)..................  15,000.00
Interest on bank loan........................ 2,766.84
Federal estate tax (final)....................  12,344.31
State inheritance tax (one half)........ 3,539.55
Allowance to widow.......................... 27,000.00
Interest on mortgage.......................... 1,173.00
Property taxes and household bills. . . . 794.50
Court costs ........................................ 150.27
Compensation to executor (final) . . . .  1,000.00
--------------- 119,268.47
Cash in First National Bank, July 1, 1932. . $ 779.91
On July 1, 1932, the values of the unsold securities were as follows:
Market Value
Security July 1, 1932
Stocks ..............................................................$143,892.17
Bonds .......................................................... 27,156.62
On the same date the receiver of the closed bank stated that probably 
75% of the balances of depositors’ accounts then outstanding should be con­
sidered worthless.
The executor informs you that the statement he desires is a single com­
prehensive statement on which the original book balances and the values now 
remaining may appear, as well as a summary of the transactions that have 
occurred during the period of administration. He will attach your statement 
as a supplement to his report to the Probate Court.
From the information given, prepare the statement.
Problem 4:
You are called upon to prepare an analysis showing the causes of changes 
in the 1931 gross profits of the Chanson Specialties Company as compared with 
those of the prior year. You are furnished with the following statements of 
profit and loss: Year
Particulars 1930 1931
Sales ..................................................................$196,748.91 $224,625.16
Cost of sales
Materials ....................................................$ 62,959.65 $ 79,170.55
Labor.......................................................... 64,927.14 82,421.72
Factory overhead........................................ 37,382.29 42,402.95
Total cost of sales..............................$165,269.08 $203,995.22
Gross profit........................................$ 31,479.83 $ 20,629.94
Selling and administrative expenses..................  14,407.00 17,375.55
Net profit .................................. $ 17,072.83 $ 3,254.39
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Upon investigation you find that only Product A was manufactured and 
sold in 1930, while in 1931, both Product A and Product B were manufactured 
and sold. Your inspection of the various accounts reveals that the sales and cost 
of sales of Product B were: sales, $100,490.00; materials, labor, and overhead 
in cost of sales: $28,137.20, $23,112.70, and $12,058.80, respectively During
1931 the average selling price of Product A was exactly 10% less per unit than 
in 1930.
Prepare the desired analysis.
Problem 5:
For several years A Company has owned a 90% interest in the capital 
stock of B Company, and B Company has owned an 80% interest in the capital 
stock of C Company. C Company manufactures a product a part of which is 
purchased by B Company, while A Company uses in its production the entire 
output of B Company.
At the beginning and end of the last fiscal year of the three companies, 
the inventories at book cost were as follows:
Opening Closing
Company Inventory Inventory
A ................................................................$345,000.00 $183,000.00
B ................................................................ 230,000.00 350,000.00
C ................................................................ 139,000.00 130,000.00
An analysis of intercompany purchases during the several years of affilia­
tion indicates that in each case companies B and C billed companies A and B, 
respectively, at cost plus 11 1/9%. One third of A Company’s opening and 
closing inventories consisted of items purchased from B Company, while one 
half of B Company’s opening and closing inventories and cost of sales made to 
A Company consisted of items purchased from C Company.
In preparing consolidated financial statements you are instructed to elimi­
nate from the profit-and-loss statement covering the above fiscal period all the 
intercompany profit on inventories, and to prepare brief statements showing 
the effect of the inventory adjustment on the net profit for the fiscal year as 
divided between majority and minority interests. The allocation to majority 
and minority interests is to be computed on each of two bases which arise from 
the following assumptions:
First basis: Minority stockholders are entitled to their full share of what­
ever profits, from their viewpoint, are earned.
Second basis: Minority stockholders are subject to their proportion of all 
the profit adjustments occasioned by their company’s sales standing in the in­
ventory of affiliated companies.
Problem 6:
During the course of an audit of the books of the Eagle Supply Company 
in January, 1932, you find certain journal entries made in 1925 that relate to
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the reorganization of the company, previously known as the Eagle Block Signal 
Supply Company, and the absorption of another corporation.
You are asked to prepare (a) statement showing how you would compute 
the goodwill arising from these transactions, (b) a reconciliation of your state­
ment with the goodwill item originally set up, and (c) an adjusting journal 
entry (in 1932) to correct the records.
No dividends were paid by the new company, and because of the dis­
satisfaction arising therefrom a wholly new board of directors was chosen by 
the stockholders in November, 1931.
In view of the fact that the present management and bookkeeping staff 
have been in charge of the company’s affairs only since December 1, 1931, and 
that many of the old stock records and files are missing, your interpretation of 
these transactions is dependent upon the following data, copied, except for 
the matter in square brackets, from the stockholders’ minutes, the general 
journal, and the cash book:
September 30, 1925 [extract from minutes of stockholders 
of the Eagle Block Signal Supply Company]—
"Agreement with our profitable competitor, Heigh-Castings Company, was 
submitted and approved on condition of the improvement of our financial 
position through the elimination of our building mortgage of $232,500.00. In 
view of the fact that holder of our mortgage agreed today to waive interest 
accrued if principal is paid in full on or before October 4, 1925, President 
Macomb was authorized to sell to the public at par or more as many as necessary 
of the remaining 2,500 shares of our treasury stock in order to pay off the 
mortgage in full, and to proceed with the exchange of the outstanding shares 
of the old stock for the new in accordance with the plan discussed, one old 
$100.00 par value share for one of the new $100.00 par value 7% non-voting 
preferred shares and five of the $10.00 par value common shares, the balance 
of the new issues to be paid to Heigh-Castings Company for its net assets and 
goodwill.”
October 1, 1925 [from journal]—
Land, per appraisal........................................................$ 200,000.00
Buildings, per appraisal.................................................. 1,023,118.56
Machinery (tentative) .................................................. 500,000.00
Equipment (tentative) .................................................. 20,000.00
Raw materials (physical count; market prices)............  335,834.24
Work in process (arbitrary estimate, per J. C. M.) . . . .  11,198.76
Finished stock (book cost)............................................ 39,013.84
Unexpired insurance (per schedule)............................  2,705.19
Goodwill, per J. C. M...................................................  96,281.80
J. C. M. Personal .......................................................... 119,066.30
6% first mortgage payable, due May 20, 1933 (J. C. M.) 232,500.00
Suspense ................................................................ $2,579,718.69
Recording H. C. deal 
[Note: the last of the above debits eliminated a liability 
account of that name in the general ledger]
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October 1, 1925 [from journal]—
Suspense ........................................................................ 579,718.69
6% chattel mortgage on machinery..........................
Accrued interest payable, chattel mortgage— ¼ period
Accounts payable (per list)......................................
Treasury stock [at par which was book value] sold to
J. C. M. @ 93........................................................
Officer’s salary   Estimated ......................................
Legal expense   by  ......................................
Travel   J. C. M. .....................
On account of H. C. deal, per J. C. M.
[Note: the last three items were credited to corresponding 
expense accounts in the general ledger, each posting be­
ing accompanied by the explanation, "Reorg. exp.” The 
posting of the fourth credit of this journal entry elimi­
nated an account having the same name]
October 2, 1925 [from journal]—
Accrued interest payable—Chattel mortgage................$ 5,142.82
Interest expense—41/3 months to October 1 ................ 5,037.50
[No interest had been accrued on books for real estate 
mortgage]
Machinery ...................................................................... 175,277.24
Equipment .................................................................. 10,367.07
Earned surplus—raw material shortage........................ 4,122.45
Goodwill.......................................................................  407,840.65
Reserve for depreciation—Buildings..........................
Reserve for depreciation—Equipment and machinery
Accrued wages ..........................................................
Goodwill—Correction of H. C. raw material inventory 
Adjustment of H. C. items for errors, omissions, and 
appraisal, per J. C. M.
October 4, 1925 [from journal]—
Capital stock............ .....................................................  3,000,000.00
Paid-in surplus .............................................................. 381,562.77
Earned surplus .............................................................. 1,237,503.53
Reorganization expense, details in journal entry credits 
of October 1 [carried until 1930 as deferred charge; 
you may assume the correctness of this deferment of
expenses] .................................................................. 7,500.00
Suspense ........................................................................ 2,000,000.00
J. C. Macomb, President............................................
7% preferred stock....................................................
Common stock, par value..........................................
Transfer of stock, per J. C. M.
[Note: On October 3, 1925, all the nominal accounts in 
the general ledger were closed out to earned surplus.
The effect of the first three debits above was to eliminate 
the accounts bearing those names]
October 4, 1925 [from cash book] Receipts
Sale of J. C. M’s preferred at 101................................$ 252,500.00
J. C. M.—Loan to company [still on books in Janu­
ary, 1932, as account payable to J. C. Macomb]. . . . 47,500.00 
J. C. Macomb, in full—Check 58113..........................
38,095.00
5,714.25
238,409.44
250,000.00
1,652.14
5,630.00
217.86
$ 255,779.64 
352,822.16 
15,063.48 
4,122.45
146,566.30
4,500,000.00
2,000,000.00
Disbursements
$ 280,000.00
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October 31, 1931 [from journal]—
Treasury stock................................................................ 125,000.00
Special loan from officer..............................................
Deposit by J. C. Macomb of 12,500 shares of common 
stock of this company as security for bank loan.
[Note: You find included in the collateral at the First Na­
tional Bank, on account of the company’s unpaid bank 
loan of $200,000.00 (receipt issued to company), Cer­
tificate No. C13, endorsed in blank by J. C. Macomb, 
covering the above 12,500 shares. The above two ac­
counts in 1932 appear on the books at the amounts 
stated.]
In the Good Old Days
125,000.00
Ladies wore bustles.
Monday was washday.
There were no flappers.
Nobody wanted to swat the fly.
Nobody had appendicitis.
There was no traffic cop.
Everybody played croquet.
There were no Bolsheviks.
Nobody worked but Father.
Cream was five cents a pint.
Men sported wiry whiskers.
Ice cream was "iced” cream.
Boys’ shoes were copper toed.
Nobody was ashamed to walk.
Saturday night was bath night.
No one was fined for speeding.
Vitamin gauges were unknown.
Milk shake was a popular drink.
Only little girls wore short skirts.
Widow’s weeds weren’t cigarettes.
Only small boys wore short pants.
Doctors wanted to see your tongue.
Nobody was told, "The line is busy!” 
Neither women nor men played golf. 
Whiskey was 50 cents a quart bottle.
The livery stable was the social circle. 
Farmers came to town for their mail. 
Nobody cared for the price of gasoline. 
Only lumberjacks rolled their stockings. 
No one had to look for a parking place. 
Chickens all went to roost at sundown. 
Beer was five cents a glass, including lunch. 
A good cigar set you back a whole nickel. 
The shieks all lived in Arabia or Turkey. 
Shows in the Town Hall came only so often. 
Paper and celluloid collars were popular. 
Foodstuffs came in bulk, not in packages. 
Women wore bathing dresses, not un­
dresses.
Candies for the girl cost their fellow 15 
cents a bag.
School teachers "licked” pupils good and 
plenty.
The boyish form was displayed only by the 
boy.
Ladies used side saddles, not the whole road.
A girl was mostly bustle behind, not hustle 
ahead.
Statistics were merely a mathematical study 
at school.
There were days mostly—everything over at 
10 p. m.
No one had to listen to a saxophone, thank 
goodness.
Everybody went to Church, or to sleep on 
Sunday.
Girls set their caps—not their knee caps— 
for a man.
Oyster suppers and church socials were 25 
cents a throw.
Moving pictures happened only at house- 
cleaning time.
Females all wore corsets—at least we think 
they did.
The hired girl drew $1.50 a week, and did 
the washing.
They bobbed your hair only after they got 
you in jail.
The melodeon — not the radio — supplied 
the family music.
The family Bible and family album were 
popular institutions.
They didn’t have to hire a big husky man 
to teach the boys how to play.
Everyone in the family took sulphur and 
lard each spring.
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The hired man got a dollar a day for ’steen 
hours—and earned it, too.
Ladies’ Clubs were the Ladies’ Aid Sewing 
Circle and rolling pin.
Milk was delivered into your own pitcher 
from the dealer’s tin measure.
There were no germs, even in Germany.
There were no crooners, except mother 
when she rocked her restless baby to sleep.
Women’s skirts trailed as much material 
below their feet as they don’t now above.
People used to arise and retire on the same 
day; now they retire and arise on the same 
day.
Boys were boys, and girls were girls, but 
nowadays mothers and grandmothers are girls 
also.
High flyers used to "take a drop” often; 
now they merely take an ambulance or the 
hearse.
The most prominent part of an attractive 
girl was the bustle and frill; now it’s hustle 
and thrill.
Young people turned in at 9 p. m.; now 
they tune in, and don’t turn in until the next 
morning.
Men wanted but little here below; now it’s 
the woman who not only wants it, but wears 
it also.
Girls wore many worthy mentionables, and 
now they hardly wear anything worth men­
tioning.
There were no paid street cleaners; women 
pedestrians’ trailing skirts did the job free 
and plenty.
Father got most of his outdoor exercise 
with the family horse, the saw-horse and 
shanks’ mare.
"Step-in!” was merely an off-hand neigh­
borly invitation preliminary to a social glass 
or two, or three.
Ladies’ stockings were on general view only 
in the dry good stores and on the family 
wash line.
Mary’s little lamb finally got into a stew; 
now, Mary’s little calf sometimes gets her into 
a "stew” too.
The seven Sutherland sisters with their 
seven-foot long hair were the envy of woman­
kind the world over.
Anyone who liked to take a chance always 
went to the church bazaar; now they always 
go to the cemetery.
Daughters always helped their mothers to
prepare dinner, but now they’re not usually 
home even to help eat it.
Mother used to put on more clothes when 
she disrobed to go to bed than her daughter 
now does when she dresses to go out.
The right way of living lengthened many a 
man’s days; nowadays the right-of-way living 
shortens many another man’s days.
The butcher then "threw in” the heart and 
liver free; now he sells it for 30 cents a pound, 
and throws in his thumb when he’s weighing 
it.—Ex.
A Public Enemy
In the summer edition of Plano printing, 
under the title "Thou Shalt Not Kill,” a 
strong editorial is presented, the first sentence 
and one paragraph of which are as follows:
"Unrestrained price cutting is murder.” . . .
"If by the common, oft-repeated threat, 
'The lowest price gets the job,’ you or any 
other buyers force the price blindly down 
below the honest profit to which the pro­
ducer is entitled, you are surely, if uninten­
tionally, lowering the standard of living— 
for others, for yourself. When the lowest 
price gets the job, without regard to cost or 
consequences, the income of every man in a 
specific industry is jeopardized; purchasing 
power is curtailed; credit is tightened. If 
you are a price-cutter, you are destroying 
the confidence and capital to provide gainful 
and decent employment for those who are 
striving valorously to retain their self-respect 
and good citizenship— in short, you are a 
public enemy.”
Arbitration
(Continued from page 726) 
compensation, except in instances where 
protracted duties would work a hardship to 
the arbitrator; in such instances the fee will 
be fixed by the Association.
3. Act promptly in performing under the 
deposit agreement any of the duties neces­
sary to the establishment of a board of ar­
bitrators and in the administration of any 
arbitration proceeding.
4. Provide rules especially adapted to 
the cooperative protection of real estate 
bonds which will furnish a speedy, eco­
nomical and fair hearing, and an impartial 
administration of all arbitrations.
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TALKING SHOP
A Department Conducted by L. GLUICK, C. P. A.
Taxes
It has been this writer’s constant aim to es­
tablish accountancy as a learned profession. 
But when Federal Judge Coxe of the New 
York City district, describes E. E. Rossmoore 
as having been in "the accounting business” 
we concur. Read the case and see if you do 
not also. (Decision promulgated July 6th.)
Of all the nuisance taxes imposed last ses­
sion of Congress, the one which has hit New 
York City hardest, if you allow mere talk to 
influence you, is that on fur garments. If the 
manufacturers had expended as much thought 
and energy in selling merchandise or cutting 
costs as they have in figuring ways and means 
of beating the tax, there would be fewer in­
solvencies in their ranks. We agree that the 
tax is iniquitous. But until its repeal, why 
fight it? Despite XI-39-5730 from the Treas­
ury Department, we predict that revenue men 
will be contesting appeals long after Roose­
velt is finished with his first term.
After all these years, the Hartman case (20 
BTA 302) is coming to life again. An ener­
getic tax service (which if it wants its name 
mentioned must see our advertising agent) 
suggests delightful possibilities if applying to 
trades or exchanges of realty.
We acknowledge herewith the receipt of an 
article by J. J. Wechsler, C.P.A. of New York, 
titled "What Constitutes Original Issue of 
Capital Stock?” Mr. Wechsler will be glad to 
send reprints to anyone sending him a stamped 
addressed envelope.
Buy Christmas Seals
Walter Stegman has resigned from the fac­
ulty of St. John’s College, Brooklyn. The va­
cancy has been filled by Aaron Frank.
Buy Christmas Seals
The following comes from a patron in 
Louisiana:
"May I contribute the following under Sec­
tion 23 (e) of 'Embarassing Moments’? Of 
course, we generally couple an embarassing 
moment with something which has happened 
to us in public—in other words, we have either 
made an ass of ourself or have been made an 
ass of (place the preposition where you wish). 
And the incident I relate is offered so some 
other misguided C.P.A. may avoid the hap­
pening.
"To begin with, there never has been a 
book on accounting or any of its phases which 
did not contain something which 'riled’ us, 
either because of the attitude or the way a 
thing was said. Likewise, many book reviews 
come in for the old razz. But, tired and dis­
gusted as we may be after chasing uncollected 
fees and entertaining revenue agents for the 
edification of the tired business men, some 
author or reviewer will inadvertently say some­
thing which strikes us as just right, and—and, 
we then commit the fatal mistake of writing 
him to say how glad we are to have him with 
us, how his ideas have appealed to us and that 
whatever else we fail to say, goes too. That’s 
that.
"You don’t expect a reply for the chap is a 
total stranger to you, still you may conclude 
by saying to yourself 'well, he can do as he 
wishes about it.’ And they generally do, as 
for instance: In this case the book had a lot 
in it which was well said and really amounts 
to something. And the letter commending 
the author, while no Gettysburg address, nor 
even what old man Macaulay would have said, 
had we had 'another cup of coffee or another 
piece of pie’—but the fool letter was pretty 
good at that.
"So, the reply came—a sort of a letter as 
one section foreman would write another—it 
went on to say this and that and standing out 
like a sore thumb at a bridge game, the word 
complementary’ (not complimentary) was 
used. At first I thought it was what Amos and 
Andy have so aptly described as a typewrito­
graphic error, but it was not—far from it. 
Coupling this apparent slip in the spelling 
with the meticuously placed colons and semi­
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colons, the idea finally dawned on me that the 
chap was only trying to say 'nertz’ in a nice 
way. And that’s that. No more for me. They 
can pile up books and book reviews sky high, 
and they can forget that anyone ever read 
such, if they rely on me. Possibly you’ll say 
'nertz’ yourself. Since Accounting Terminol­
ogy does not contain a definition of the word 
'nertz,’ might I say that this word is about like 
the word 'spoofing,’ which so many 'Silly 
Awsses’ use.”
Literary Note
The following comes from F. C. Wand­
macher; he has read My Story by Mary Rob­
erts Rinehart and found it very human and 
interesting. He quotes the book: "During 
the excitement of the war, and banking as I 
was in New York, I had made no return of 
the amount paid for The Amazing Interlude 
as a serial. It was duly reported; but as it 
was four years late, every now and then since 
that time a government inspector spends a 
few weeks on my books. He finds everything 
in order; for nine years certified accountants 
have kept them; and I doubt if a gratuitous 
two-cent stamp could enter the office without 
being added to my income.”
Buy Christmas Seals
S. O . S.
For the benefit of those who came in late, 
or who have short memories, we want to go 
into a little rather personal history.
In October, 1928, we had to produce the 
last of a series of six articles, which we had 
promised the editor. We lacked cohesive ma­
terial; so we strung together a lot of good 
items into an article on what accountants talked 
of. The result was as unexpected as the score 
of this year’s Yale-Dartmouth game. Both the 
editor and the writer received more letters of 
commendation than for anything else that had 
ever appeared under our name. In due course 
it was decided to establish the Shop as a regu­
lar department. It opened in February, 1929.
Despite some skeptics, running the shop 
was a plain cinch for us. We enjoyed the little 
work, and above all else, the pleasant contacts 
it brought. We would have kept it up for the 
latter alone. We never lacked for material;
only space in which to run it. We even 
boasted of that fact.
Alas, it was only pride going before a fall. 
Late this summer our reserve file got extremely 
anaemic. Not only that, but a new demand was 
put on our time for writing and editing. Lis­
tening to the radio one night we got what we 
still think was a good idea. We would start 
our own "Parade of the States.” Each month 
we would feature two or more states, getting 
as much local material from and about them as 
possible. Of course we would have to have a 
little cooperation from them.
The next day we promptly and politely 
wrote a letter to the secretaries of each of six 
State societies, chosen at random, explaining 
our scheme. To date not one of them has seen 
fit to even acknowledge our letter. Evidently 
we will have no parade unless there has been 
a landslide in State society elections, equal to 
that of November 8th. We hoped to see you 
at Indianapolis; but plans changed at the last 
moment; which we will never cease regretting.
Now, with the holiday season approaching, 
we find ourselves resembling Mother Hub­
bard; our shelves are bare. We have no in­
tention of closing the Shop; but if we have to 
depend entirely on what we can dig up or 
write ourselves, we will have to move into 
smaller quarters; and at least some of our pa­
trons will be disappointed. It is therefore up 
to you to determine the future policy of this 
SHOP. If you want it to operate on its former 
scale; if you feel, as we want you to feel, that 
you are a stockholder in it, and that we are 
merely the managing director whom you have 
elected, you will impose upon yourself an 
assessment of one contribution. And if only 
one in four of the subscribers does this, we 
shall have sufficient working capital for 
another three years.
If you don’t know what we want, go back 
briefly through your files. But primarily what 
we need is news and anecdotes of a profes­
sional nature. Adventures; comedies; trage­
dies (though we don’t like those) ; strictly 
personal stuff about yourself and your col­
league. You may think it trivial; but some old 
friend will be glad to see your name in print; 
to learn about your latest achievement at golf, 
bridge, taxes, or lectures.
Let us see if there is a Santa Claus.
MERRY CHRISTMAS
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Questions and Answers Department
Editor, W. T. Sunley, C.P.A., Educational Director 
International Accountants Society, Inc.
As the end of the year approaches, interest 
in income tax problems involving bonus and 
tax calculations increases. An interesting prob­
lem of this type appeared in The American 
Society’s service of Examination Questions for 
the May examinations. It is published on 
Page 496 of the August, 1932, number of The 
Certified Public Accountant, Problem 9.
It is a coincident that in the same issue the 
Questions and Answers Department contains 
a solution of another "bonus tax” problem that 
appeared in the examination for May, 1931.
In this issue we present a solution to the 
problem from the May, 1932, examination. 
Since the explanation is included in the solu­
tion, further comment on the method used is 
unnecessary.
Solution
Let X =N et income after deducting federal 
tax, State tax, and bonus.
F=Federal tax.
S=State tax.
B=Bonus.
By adding F (the federal tax) to X (the net 
income after deducting federal tax, State tax, 
and bonus) we secure the amount of the net 
income less the State tax and less the bonus. 
This is the amount subject to the federal tax 
of 12%.
Therefore:
F=.12 (X+ F).
By adding the State tax (S) to the net in­
come after making all deductions (X), we 
secure the amount of the net income less the 
federal tax and less the bonus; or the amount 
subject to the State tax of 2½% .
And:
S=.025 (X +S).
The amount subject to the bonus is the net 
income less both federal and State taxes and 
less the bonus; or X. The bonus is 10% of 
this amount.
So:
B=.10X.
We may expand these three equations as 
follows:
F=.12X +.12F.
S=.025X+ .025S.
B=.10X.
Transferring like quantities in the foregoing 
equations furnishes the following equations: 
F—.12F =.12X.
S—.025S=.025X.
B =.10X.
Simplifying these equations, we have:
.88F =.12X.
.975S=.025X.
B =.10X.
We may determine the X values of F, S, and
B, separately and in total, in the following 
manner:
.12X
F= --------- o r  .136364X
.88
.025X
S = --------- or .025641X
.975
B = .100000X
F + S + B  .262005X
The foregoing figure of .262005X, repre­
sents the sum of the federal tax, State tax, and 
the bonus. By adding this amount to the net 
income after making these deductions, which, 
in this solution is represented by X, we obtain 
an amount which represents the net income 
before making the deductions: 
1.000000X=Net income after deducting fed­
eral, State tax, and bonus 
.262005X=Total of federal and State taxes, 
and bonus
1.262005X=Net income before deducting 
either federal or State tax, or the 
bonus.
It is evident that the ratio of the total de­
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ductions to the net income prior to making 
the deductions can be determined by dividing 
.262005 by 1.262005.
.262005X÷ 1.262005X=.20761 
If it is desired to secure the ratio of each 
deduction, it is necessary only to divide the 
decimal fractions of X which represent F, S, 
and B by 1.262005X, thus:
.136364X
Federal Tax=---------------=.10805
1.262005X
.025641X
State Tax = ---------------=.02032
1.262005X
.100000X
Bonus = ---------------=.07924
1.262005X
RESOLUTION ADOPTED BY THE MEM­
BERS OF THE WASHINGTON SO­
CIETY OF CERTIFIED PUBLIC AC­
COUNTANTS AT A MEETING HELD 
IN SEATTLE ON WEDNESDAY, OC­
TOBER 26, 1932
Whereas, the City of Seattle has made ap­
plication to the Reconstruction Finance Cor­
poration for a loan to its Water Department, 
and
Whereas, the Reconstruction Finance Cor­
poration in its consideration of such applica­
tion has demanded an independent audit and 
examination of the books of account of said 
Water Department, and
Whereas, reports have been published in 
the local press that Seattle accounting firms 
were not equipped to handle such an audit 
and examination on short notice, and
Whereas, according to press reports recently 
published in this city the Reconstruction Fi­
nance Corporation, in asking for such audit 
and examination, has indicated a policy of 
giving preference to those organizations of 
practicing public accountants having offices in 
various cities throughout the United States, 
generally known as national accounting firms, 
thus excluding "Certified Public Accountants,” 
whose practice is confined to the City of 
Seattle, the State of Washington, or the Pa­
cific Coast, and
Whereas, laws providing for the examina­
tion of applicants and the issuance to qualified 
individuals of certificates or licenses to practice 
as "Certified Public Accountants” have been 
enacted in every State of the United States (in
Washington in 1903), thus establishing the 
title "Certified Public Accountant” as the le­
gally recognized and accepted designation of a 
properly qualified public accountant, and 
Whereas, the United States Board of Tax 
Appeals has recognized the qualifications and 
integrity of the "Certified Public Accountant” 
by admitting him to practice before that body, 
and
Whereas, there has been organized in each 
State of the United States a Society of Certi­
fied Public Accountants corresponding in ob­
jects and principles to the Washington Society 
of Certified Public Accountants which was 
organized in the State of Washington to ad­
vance the interest of the Certified Public Ac­
countants of the State of Washington, to cul­
tivate a spirit of professional cooperation 
among its members, to establish a high stand­
ard of efficiency, and generally to cause its 
members to so conduct themselves as to foster 
in the minds of the community a confidence 
in their professional conduct, their qualifica­
tions, and their integrity, and
Whereas, membership in such State societies 
of "Certified Public Accountants” is and 
should be considered a prerequisite to the 
maintenance of professional standing in public 
accountancy to the same degree and to the 
same extent that membership in relative bar 
associations and medical associations is recog­
nized as an evidence of the professional stand­
ing of the members of their professions, and 
Whereas, the "Certified Public Account­
ants” whose practice is confined to the City of 
Seattle, and the State of Washington, have 
fully established their qualifications to practice 
as such by passing rigid examinations in the 
securing of their certificates and have estab­
lished their professional standing by attaining 
to membership in the State society, and 
Whereas, practically all of the "Certified 
Public Accountants” of the State of Wash­
ington are duly accredited members of the 
Washington Society of Certified Public Ac­
countants, and
Whereas, all such members of the Wash­
ington Society of Certified Public Accountants 
are fully qualified, and have proven such 
qualifications by establishing and for years 
conducting offices for the practice of public 
accounting, and contrary to published reports, 
the great majority thereof are properly and 
fully equipped to undertake an audit and ex­
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amination of the Water Department, or any 
other department, or branch of the municipal 
government of the City of Seattle, and
Whereas, it is common business custom for 
a lender to designate the accountants who shall 
make any necessary audit or examination, and 
Whereas, the Reconstruction Finance Cor­
poration is adopting sound business practice in 
asking for independent examinations of af­
fairs of applicants, for loans, now, therefore, 
Be It Resolved, that the Reconstruction 
Finance Corporation, in selecting firms in the 
practice of public accounting to make such 
examinations as from time to time may be 
necessary, be and are hereby requested to give 
such equal consideration to the qualifications 
of "Certified Public Accountants,” whose prac­
tice may be confined to one city, State or sec­
tion of the country, as may be given to the 
accounting firms with branch offices in various 
cities and in particular that, in all cases of ap­
pointments, account be taken of the profes­
sional standing of the accountants to be se­
lected as exemplified by membership in the 
various State societies, and
Be It Further Resolved, that the Secre­
tary be instructed to forward a copy of this 
resolution to the Reconstruction Finance Cor­
poration at Washington, D. C., to the Mayor 
and Council of the City of Seattle, to the Sec­
retary of each of the State Societies of Certi­
fied Public Accountants and to The American 
Society of Certified Public Accountants at 
Washington, D. C., and the American Insti­
tute of Accountants at New York City, New 
York.
NATIONAL MEETING OF ROBERT 
MORRIS ASSOCIATES 
The Robert Morris Associates held their 
annual meeting at Niagara Falls, October 24th, 
25th and 26th. The American Society was 
represented by O. V. Wallin, of Philadelphia.
The following subjects were included on 
the Robert Morris Associates program, and 
should be of particular interest to the pro­
fession:
No. 1. The report of the Committee on 
cooperation with Certified Public Account­
ants.
No. 2. Report of the Credit Practice 
Committee.
No. 3. An address by Edwin A. Godley,
C.P.A., entitled, "Budgeting for Credit 
Purposes.”
The report of the Committee cooperating 
with Certified Public Accountants consisted of 
an expression of appreciation to the account­
ing profession for the sincere way in which 
they have responded to the problems of the 
banker, specifically in attempting to anticipate 
the banker’s every question on the subject of 
credit granting.
The Committee urged that the various State 
Societies continue their activity, adding that 
they recognized that the Committees repre­
senting the bankers and the accountants had a 
continuous and constant duty which would 
never be completed. As progress is made on 
the problems before us at this time new uses 
will be found for accountants’ services. An 
example of this attitude on the part of the 
bankers was reflected in the interest shown in 
Mr. Godley’s address on budgeting for credit 
purposes. Reference was made to the "trinity 
service” expected from accountants. The first 
step having been the securing of Balance 
Sheets, the second being the inclusion of com­
plete and intelligent operating figures or, in 
other words, the accountant’s complete Certi­
fied Report. The third step is a budget or 
forecast of future operations which will aid a 
credit grantor in determining the borrower’s 
ability to perform on his promises.
There were approximately 125 members of 
the Robert Morris Associates in attendance, 
with a fairly good representation from the 
West Coast and far South. Of course, the 
metropolitan areas supplied the greatest rep­
resentation.
Every member of The American Society 
can be of material and definite assistance in 
this cooperative program by seeing to it that 
the reports issued are as complete as possible, 
and that they answer as many questions as it 
can be anticipated that a credit granting of­
ficer would ask.
In the November issue of Credit Executive 
there is an article by Sol Masch, C.P.A., on 
"Unemployment Insurance—Is This the Miss­
ing Link in our Economic Structure?”
* * *
Messrs. Adolfo Fabella and Jose V. Hern­
andez, of Manila, Philippine Islands, called at 
the office of The Society on November 3rd, 
having gotten as far as Washington on a five 
months’ pleasure trip to the United States.
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STATE SOCIETY NEWS
MASSACHUSETTS 
The Massachusetts Society of Certified Pub­
lic Accountants, Inc., held a meeting at the 
Parker House, Boston, on Monday evening, 
October 31st, under the direction of the Com­
mittee on Education.
The Board of Registration of Certified Pub­
lic Accountants and those receiving C.P.A. 
certificates during the year were special guests 
of the evening. The Gold Medal of the so­
ciety was presented to Mr. Wilson Norflett for 
having received the highest honors at the 
May, 1932, examination.
Professor Philip Cabot, professor of public 
utility management, of the Graduate School of 
Business Administration, Harvard University, 
was speaker of the evening, and had for his 
subject, "Retirement Reserves for Public Util­
ity Companies.”
The November meeting was held at the 
Chamber of Commerce on Wednesday, the 
16th. This was a joint meeting of the Society 
and the Boston Chapter of the National As­
sociation of Cost Accountants. The dinner 
preceding the meeting was attended by eighty- 
three (83) members and guests of the Society, 
the total attendance for the meeting being 
over three hundred (300).
Members of the New England Chapter of 
the Robert Morris Associates were invited to 
attend, and invitations were extended also to 
the Comptrollers’ Group of the Retail Trade 
Board of the Chamber of Commerce, the Bos­
ton Credit Men’s Bureau and the Merchants’ 
Credit Bureau, Inc. These organizations were 
represented at the speaker’s table.
The meeting was called to order at 7:30 
p.m., by Mr. Wyman P. Fiske, President of 
the Boston Chapter of the National Associa­
tion of Cost Accountants. After extending a 
greeting to those present, the meeting was 
turned over to the Chairman, Donald P. Perry, 
President of the Massachusetts Society. Mr. 
Perry introduced the speaker for the evening, 
Colonel Arthur H. Carter, managing partner 
of Haskins & Sells, President of the New
York State Society of Certified Public Ac­
countants, and First Vice-President of the 
National Association of Cost Accountants, 
who spoke on "The Accountant’s Relation to 
Corporation Management.”
He first outlined the conditions and results 
incident to the recent period when companies 
"borrowed on short term and loaned on long 
term securities,” which brought about “the 
economic blizzard,” and resulted in an impetus 
to accounting. He touched briefly upon the 
fundamental weaknesses in the capital struc­
tures, the dismissal of individualism in busi­
ness, the extravagance and the overmanning 
of executives in organizations, and the failure 
of management to face the real facts in 1930 
or, in fact, until 1932.
He discussed most interestingly the question 
of revaluation of assets to meet present and 
future conditions and advocated this procedure 
if judicially applied to individual circum­
stances of particular companies, pointing out 
that most companies have been built upon the 
theory of expansion without adequate fore­
sight for contraction.
The high-light of his continuously instruc­
tive speech was his friendly but firm position 
that industrial and professional accountants 
procrastinated and failed to grasp their op­
portunities to act effectively in guiding man­
agement in the face of their own awareness of 
conditions prior to 1929, and that manage­
ment failed to encourage and cooperate with 
its accountants. He contended that in most 
cases accountants could, and should have ad­
vanced themselves more into the foreground 
in the financial and operating management by 
the proper exercise of personality, imagination 
and tact.
At the conclusion of the address the meet­
ing was opened for discussion under the lead­
ership of Charles F. Rittenhouse. Those par­
ticipating in the discussion included Albert E. 
Hunter, James D. Glunts, Hollis H. Sawyer, 
Schuyler Dillon, and others. Following the 
discussion a brief but lively speech was made
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by Stuart C. McLeod, Secretary of the National 
Association of Cost Accountants.
He pointed out that industry is starting all 
over again and must be reorganized and re­
educated, and then drew an effective parallel 
with the operations of the National Associa­
tion of Cost Accountants, which must also 
start over and be reeducated on a new basis 
of detailed problems even although it may 
have felt that it had graduated from the old 
ones. The soundness of his idea was evidenced 
by the extent of the applause which followed.
* * *
MINNESOTA 
Bulletin No. 2, of the Minnesota Society, 
contains as its first article the newly elected 
President’s message. It had to do with the 
subject of flat-rate bidding. From that article 
we quote: "When accountants bid for work 
on a flat-price basis they:
"1. Commercialize their profession.
"2. Sacrifice, in part, their independence. 
"3. Lower the regard of the public for the 
profession.
"4. Encourage lowered and insufficient fee 
schedules, and therefore:
”5. Retard the advancement of the profes­
sion.”
It is noted that the Duluth Chapter is hav­
ing regular weekly lunches each Monday.
Under the heading "State Board News,” 
there appeared the following which is inter­
esting to those who have already secured their 
certificate, as well as to those who are working 
for one. The announcement is made that 
arrangements have been made with the Uni­
versity of Minnesota whereby an applicant 
who does not have a high school education 
may take the tests prescribed by the univer­
sity, and the Board will accept statements 
from the university as satisfying the educa­
tional requirements of the law.
"What the C.P.A. examination should de­
mand of an applicant:
"1. Sufficient knowledge of accounting to 
perform the following tasks for any business: 
" (a) Install systems of accounting which 
will provide accurately all necessary 
information for the management 
and safeguards against fraud at a 
minimum of operating cost.
" (b) Supervise operations of system mak­
ing changes in procedure as the need 
arises.
"(f) Provide management with periodic 
reports arranged to show all desired 
information.
"2. Sufficient knowledge of law to:
"(a) Advise clients relative to income tax 
legislation.
"(b) Set up and maintain records in ac­
cordance with corporate charter or 
articles of co-partnership and all con­
tracts subsequently entered into by the 
business.
"3. Sufficient knowledge of economics to 
advise managements in respect to the follow­
ing:
"(a) Suggested expansion of individual 
business.
"(b) General business conditions.
"4. Sufficient knowledge of statistics to:
"(a) Afford graphic presentation of trends.
"(b) Eliminate from trend of business such 
elements as seasonal and cyclical fluc­
tuations.
"5. Sufficiently high ethics to be a credit to 
the profession.”
* * *
NEW YORK
The Tenth Annual Fall Conference of the 
New York State Society of Certified Public 
Accountants was held at the Waldorf-Astoria 
on October 31st.
The usual exhibit of accounting machinery 
was the best which has so far been presented 
at these meetings. In fact, all records for at­
tendance were broken. The firms exhibiting 
were Burroughs Adding Machine Company, 
Ralph C. Coxhead Corporation, International 
Business Machines Company, Monroe Calcu­
lating Machine Company, National Cash Reg­
ister Company, Recordak Corporation, and the 
Underwood, Elliot-Fisher Company.
President Carter presided at each of the 
sessions. The morning session was devoted to 
a discussion of "The Auditing of Machine- 
Kept Records,” in charge of Charles J. Maxcy, 
Chairman of the Society’s Committee on Ac­
counting Machinery. Papers had been pre­
pared and sent out to the members of the 
society in advance of the meeting with a re­
quest that questions be forwarded for discus­
sion at that time. Various members of the
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Committee, together with representatives of 
the exhibitors, were called on to answer these 
questions.
A buffet luncheon was served, which in­
formality gave an opportunity for renewing 
acquaintanceships and forming new ones.
During the intermission the officers, direc­
tors, and representatives of The American So­
ciety from the Second District met with the 
Secretary for an interesting discussion of prob­
lems affecting the national organization.
In the afternoon Morris C. Troper spoke 
on "Is Specialization in the Practice of Ac­
countancy as to Type of Service Rendered or 
in Particular Industries a Desirable Develop­
ment?” He was followed by Joseph Getz and 
Morley S. Wolfe, who presented prepared 
papers for leading the general discussion which 
followed. Two other papers were presented 
by De Witt C. Eggleston and Bernard J. Reis, 
both discussing "Lessons Which Accountants 
and Their Clients May Learn From the Events 
of the Last Three Years (As Affecting the 
Accountancy Profession).”
The evening session was in charge of 
Emanuel Engel, Chairman of the Society’s 
Committee on Furtherance of the Objects of 
the Society. The first address was by John T. 
Flynn, editor and author, speaking on the sub­
ject "Business Facts for the Public—and the 
Certified Public Accountant.” The following 
quotation is from his address:
"In the old days when there were countless 
little business men, in almost every industry— 
then business could truthfully be called private 
business. But when a great corporation gets 
into its hands hundreds of millions of dollars, 
belonging to scores of thousands of people, 
and thus gets control of a large part of the 
trade of some basic industry, that is no longer 
a private business in the sense in which the 
word 'private’ is generally understood.
"In the old days this country cherished the 
doctrine of individualism. It encouraged the 
individual. And among other things it ac­
corded the right to live and carry on his work 
in privacy if he wished it. Today, under the 
pretense of individualism, unthinking men are 
trying to give to a great corporation, operating 
with the organized resources of a hundred 
thousand men, the privileges of the individual. 
And we have heard a great deal about protect­
ing them in the individual’s right to privacy 
under the guise of the doctrine of 'rugged in­
dividualism.’
"There are two theories about all this. One 
is that our big business men ought to be let 
alone to run our affairs as they think best and 
not hampered by prying eyes. The other is 
that the men and women who supply the labor 
and the money for our great businesses are en­
titled to know what is going on behind those 
walls—at least to know what is being done 
with their money.
"More and more business is coming under 
the guidance of the certified public account­
ant. We have thousands of laws to protect the 
public against exploitation. In a law-ridden 
land, we could repeal thousands of these laws 
tomorrow if we forced those who handle other 
people’s money to reveal what they are doing 
with it. The greatest regulator of the public 
interest is publicity. The public cannot learn 
about these things themselves. They must trust 
to trained certified public accountants who 
know where to look and how to look for the 
things the investing public should know. Your 
profession will take on a new dignity when 
you come to realize that you are the eyes of 
the public—the eyes of the investors.”
The second address of the evening was by 
Newman L. Hoopingarner, Professor of Busi­
ness Psychology, New York University, who 
discussed "What Part Does Personality Play 
in the Success of the Certified Public Account­
ant?” His text may be said to have been the 
conclusion reached, following a recent survey 
in the engineering profession, to the effect 
that the value of technical training as a factor 
of success was 15% as against the value of 
personality rated at 85%. A good personality 
is essential to "goodwill.” He enumerated 
twelve elements in personality: impressiveness, 
initiative, thoroughness, observation, concen­
tration, constructive imagination, decision, 
adaptability, leadership, organization ability, 
expression, and knowledge.
At the evening session a resolution was 
unanimously passed urging the members of 
the society "to continue to assist in every way 
possible in securing greater adequacy and clar­
ity of published financial statements,” and 
pledging the willingness of the society to co­
operate with all other groups having an in­
terest in the issuance of corporate reports.
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OKLAHOMA 
The annual meeting of the Oklahoma So­
ciety of Certified Public Accountants was held 
on November 19, 1932, at the Skirvin Hotel, 
Oklahoma City.
During the morning reports of the officers 
and various committees were heard. In the 
afternoon W. L. Clark, member of the Tulsa 
Chapter, presented a paper on "Features of the 
Oklahoma Income Tax Law.” Following this 
Henry J. Miller, retiring President of The 
American Society, addressed the meeting on 
the "Work and Importance of State Societies.” 
W. I. Nicholson, Jr., Secretary of the Okla­
homa State Board of Accountancy, spoke on 
"Activities of the State Board of Account­
ancy.”
At the business session the following of­
ficers and trustees were elected: President, 
Dwight Williams, Oklahoma City; Vice- 
Presidents, George H. Abbott, of Tulsa, and 
M. G. Eaton, of Oklahoma City; Secretary, 
Roy F. Godfrey, Tulsa; Treasurer, O. R. 
Davis, Oklahoma City; Trustees, George F. 
Winters, of Tulsa; M. G. Eaton, of Oklahoma 
City; W. F. Clausing, of Enid; Burney R. 
Clack, of Tulsa; M. C. Fox, of Oklahoma 
City; W. J. Law, of Ardmore; George H. 
Abbott, of Tulsa; Roy F. Godfrey, of Tulsa, 
and R. O. Davis, of Oklahoma City.
The banquet was held in the Rose Room of 
the Skirvin. Speakers were Henry J. Miller, 
retiring president of The American Society of 
Certified Public Accountants, Wm. J. Law, 
president of the Oklahoma Society of Certi­
fied Public Accountants, and Thomas A. Wil­
liams, of the Oklahoma City University, who 
spoke on "Your Job and Mine.” During the 
course of his remarks Mr. Miller advanced 
the following reasons why a State society 
member should be considered above a C.P.A. 
who is not a member of his State society:
"The public knows or should know that the 
State society member,
"1. Possesses professional consciousness 
"2. Maintains his skill by contact and dis­
cussion
"3. Voluntarily accepts rules of professional 
conduct
"4. Cooperates through committees with 
bankers, trade associations, etc.”
Officers of the Oklahoma City Chapter 
elected for the ensuing year are: President,
M. G. Eaton; Vice-President, C. D. Tribbey; 
Secretary-Treasurer, Albert W. Cory.
Officers of the Tulsa Chapter are: President, 
George H. Abbott; Vice-President, Roy F. 
Godfrey; Secretary, C. E. McCune; Treasurer, 
O. W. Brown; Auditors, Walter J. Philp and 
Mastin Geschwin; Trustees, George H. Ab­
bott, Roy F. Godfrey, O. W. Brown, W. L. 
Clark, B. R. Clack, N. C. Cross, Geo. F. 
Winters, and Ross T. Warner.
* * *
VIRGINIA 
The Virginia Society has just issued a neat 
brochure on Classification of Accountancy 
Services, followed by a roster of the society 
classifying their membership by cities and 
State. It is noted their members reside in the 
District of Columbia, Illinois, New York, 
North Carolina, Ohio, and West Virginia.
 State Board News 
CONNECTICUT 
George F. Campbell, C.P.A., of Hartford, 
has been appointed to the Board of Account­
ancy to succeed Emil J. Monde whose term 
had expired.
* * *
GEORGIA 
Harold M. Heckman, professor of account­
ing at the University of Georgia, has been ap­
pointed by the Governor to the Georgia State 
Board of Accountancy to fill the vacancy cre­
ated by the expiration of the term of C. R. 
Dawson.
* * *
MARYLAND 
Ashlin H. Dykes, of Baltimore, has been ap­
pointed to membership on the Board of Ex­
aminers of Public Accountants of the State of 
Maryland to succeed Robert C. Morrow.
* * *
NEW YORK 
Announcement is made of the appointment 
of Charles H. Towns, of New York City, to 
membership on the State Board of Certified 
Public Accountant Examiners of New York. 
Mr. Towns succeeds Ernest B. Cobb, whose 
term had expired.
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In Memoriam
Alfred M arvin  P u llen
Marvin Pullen, by which name I best knew him, died suddenly of a heart attack on Wednesday afternoon, October 19, 1932, in Richmond, Virginia. He was bom in Botetourt County, Virginia, September 2, 1882, and was slightly over fifty years old at the date of his death.I know but little of his early life, except that he was the son of a Methodist minister, and received his education in the county in which he was born, and in Lynchburg, Vir­ginia.
My acquaintance with him began in the year 1909 in Richmond, Virginia, at which time he, and several other accountants in the State, including myself, organized the Virginia Society of Public Accountants. The friendship which budded between us at that time grew, and continued to the date of his death.Marvin was one of the pioneer account­ants in the State of Virginia, and in fact, in the South. In 1908 he organized the firm of A. M. Pullen & Company, Richmond, Vir­ginia, of which he was the active head until the date of his death. Subsequently the firm established offices in Raleigh and Greens­boro, North Carolina, which, in conjunction with their Richmond office, constituted one of the largest and most outstanding ac­counting concerns in the South.Marvin took a great interest in his work and probably spent more time and money in promoting the accounting profession as a whole in the State of Virginia than any other one man. He sponsored, and was largely instrumental in the passage of the first Virginia C.P.A. law, in the year 1910, as well as the present law, which was passed by the Legislature in the year 1928.While he was very modest and never sought honors, they came to him. He was formerly Chairman of the Virginia State Board of Accountancy, past President of the Virginia Society of Public Accountants, member of the North Carolina Association of Certified Public Accountants, in addition to being prominently identified with the American Institute of Accountants, The American Society of Certified Public Ac­countants and National Association of Cost Accountants.As a practitioner and head of his concernhe was outstanding and an inspiration to
the accounting profession. Few men in the accounting field, and in other fields of en­deavor, for that matter, accomplished what Marvin Pullen accomplished in so short a period of time. He was successful from a professional and business standpoint, but to my mind his greatest achievement was the inheritance he left to the accounting profession.Marvin liked people and knew how to handle and deal with them. His friends were legion and never forgot him. While he was modem and progressive in his practice, he might rightly be termed as belonging to the “old school'’ of accountants.An editorial published in the News Leader, Richmond, immediately after his death, termed him “An Apostle of Audit,” from which editorial I quote in part as follows:
“Most of all was he distinguished for his faith in his own calling. In his eyes scientific audits were much more than a means of catching thieves and reassuring business houses. He looked upon public accountancy as one of the indispensables of sound industrial or­ganization. It was the framework, as he saw it, around which business pro­gress must be built. He never under­took an audit, or opened a new set of books, that he did not regard himself as an engineer entrusted with a func­tion that was to be discharged in a scientific spirit, adjusted to the special needs of the concern for which he labored.”
As a competitor, and I often came in com­petition with him, he was a straight shooter, and believed in the adage “A Laborer is Worthy of His Hire.” He also had a great sense of humor, and went about his work in a cheerful spirit.Marvin’s home life is too well known to require any comments from me. Suffice to say, however, that as a husband, father and brother, he was unsurpassed.I am proud to have lived during the period he lived, and to have had the pleasure of associating with him, and will add that I wish that there were more Marvin Pullens in the accounting profession today.
A. LEE RAWLINGS.
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In Memoriam
J a m e s  F . F a r r e l l
New York and the entire account­
ancy profession suffered a severe loss 
in the death of Janies F. Farrell on 
October 25, 1932.
Farrell was one of those rare in­
dividuals radiating sunshine wher­
ever he went regardless of the bur­
dens which he might be carrying 
unknown to those with whom he con­
versed ; a leader in every walk of life 
which he entered. A close friend com­
menting on this particular phase of 
his nature said, “If I could laugh 
like Jim Farrell, I would get a whole 
lot more out of life.” It was prob­
ably because of that phase of his 
nature that he was able to accomplish 
as much as he did.He completed his education in the 
parochial schools at fifteen, and en­
tered the office of the Erie Railroad 
as a clerk, leaving that organization 
ten years later as manager of the 
Department of Eastbound Accounts. 
The next ten years were spent with 
the firm of Charles M. Higgins & Company, a manufacturing concern, 
moving upward from bookkeeper to 
an assistantship to the manager.
After three years as office manager 
for Pace & Pace, during which time 
he secured his New York C.P.A. cer­
tificate, he became a member of the 
firm of McWhorter, Boyce, Hughes 
& Farrell in 1913, which relationship 
he maintained up to the time of his 
death, although in recent years it 
was one of the two Jims, Hughes or 
Farrell, or both, who greeted the 
visitor.
Shortly after securing his C.P.A. 
certificate he entered actively into 
the work of the New York State So­
ciety of Certified Public Accountants,
was elected Secretary in 1914, and 
re-elected each year until 1926. In 
1925 he was appointed to member­
ship on the New York State Board 
of C.P.A. Examiners, and served for 
three years. On his retirement from 
that office he was elected Vice-Presi­
dent of the New York State Society, 
and served two years. In 1931 and
1932 he was elected by his fellow 
members of The American Society 
as State Representative from New 
York.
In all his various official relation­
ships he was a recognized leader. 
Folks just naturally liked him, and 
were not only willing, but glad to 
work with him.
While his amiability was the 
first characteristic that impressed a 
stranger, his sturdiness of character 
and straightforwardness furnished a 
background which would have com­
manded recognition even if his geni­
ality had not already won it. In an 
article concerning him, appearing in 
the Pace Institute Bulletin of 1928, 
the following tribute was paid to his 
worth: “He has the highest concep­
tion of professional ethics for ac­
countants; he hates sham and pre­
tense and injustice; and it is these 
and similar things that reveal the 
sterner fiber that lies underneath his 
hearty handclasp and his winning 
smile.”
The passing of leaders like James 
Farrell should serve as an incentive 
to the younger members of the pro­
fession to develop themselves along 
the same lines that he followed in 
order that the later years of their 
lives may be as productive of good 
results as were his.
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NOTES
The October issue of Credit Executive, of­
ficial organ of the New York Credit Men’s 
Association, contains an article on "Economic 
Effects of Presidential Elections,” by Herrmann 
Herskowitz, C.P.A., of New York, and an 
article on "Why Tax Exempt Real Estate?” by 
Robert Atkins, C.P.A., of New York.
In the New York World Telegraph for Oc­
tober 10th, Ralph Hendershot, financial edi­
tor, writing under the general heading "Wall 
Street,” refers to the analysis of the American 
Institute of Finance and that made by Her­
skowitz as confirming the general idea that 
while it may be true "that business trends are 
not altered by the naming of new political ad- 
ministations,” the public seems unwilling to 
take history’s word that elections do not af­
fect trade.
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T A X A T IO N
The manuscript of the 1933 CUMULATIVE SUPPLEMENT to Klein’s FEDERAL INCOME TAXATION will be ready to go to the printer as soon as the new Regulations are released. The date of such release has not been announced, but it may be by the end of the year. The 1933 CUMULATIVE SUPPLEMENT will be ready for delivery very shortly after such release date. This should be welcome news to practitioners and taxpayers who have increasingly learned that it is safe to depend on “Klein.”The 1933 CUMULATIVE SUPPLEMENT will supersede previous supplements and will include, with adequate and helpful discussion and com­ment, the decisions and rulings issued since the publication of FEDERAL INCOME TAXATION, the basic text. This 1933 CUMULATIVE SUP­PLEMENT will, of course, interpret, explain, and illustrate the application of the Revenue Act of 1932, and the Regulations and rulings issued thereunder.As in the case of previous supplements, the 1933 CUMULATIVE SUPPLEMENT will be a limited edition. Users of Klein’s FEDERAL IN­COME TAXATION are urged to make early res­ervation of the 1933 volume. 
NOTE—Those who have already made reser­vation at the former-quoted price of $7 will, of course, get their copy at the new price of $6.
Federal Income Taxation (1929) $10
To Make Sure of Your Copy 
Mail Your Reservation Now
1933 Cumulative Supplement—Klein
JOHN WILEY & SONS, Inc.,440 Fourth Avenue, New York.
Gentlemen: Please send me as soon as available the 1933 Cumulative Supplement to Klein’s “Federal Income Taxation.” I understand the price will be $6.00 per copy.
Name............................. ...........................
Street........................................................
City........................ State........................C. P. A.-12-32.
FEDERAL
IN C O M E
TAXATION
KLEIN
JOHN WILEY AND SONS
N OW READY— a  t a x  b o o k  f o r  i m m e d i a t e  u s e ,  b y
ROBERT H. MONTGOMERY
F e d e r a l  T a x  H a n d b o o k
— Revenue Act of 1932—
Corporation In com e Taxes—G ift Taxes 
Individual In com e Taxes—Excise Taxes 
E state Taxes—M iscellaneous Taxes
Comments, counsel, and specific recommenda­
tions regarding application of each tax im­
posed — procedure to be followed under it— 
probable interpretation of doubtful provisions
T he Tax Book  for A ccou ntan ts
TAX authorities everywhere agree that work 
under the Revenue Act of 1932 is going to be 
unusually complex and difficult. Help such as this 
new manual by Mr. Montgomery offers is of tre­
mendous importance.
This law contains entirely new taxes in addition 
to a general revision of the income and estate tax 
laws, designed to prevent reductions of these taxes 
by various ways previously regarded as perfectly 
legitimate. These new provisions, particularly in 
the income tax law, have had no counterparts in 
recent years. In a number of cases, their constitu­
tionality will undoubtedly be contested.
In other words, in preparing tax returns you are 
under the necessity, not only of acquainting your­
self with new taxes and a new procedure, but of 
providing protection against overpayments under 
provisions which may be held invalid.
In te rp re ta tio n ,  n o t  C om pilation
Montgomery’s new Federal Tax Handbook pro­
vides a trustworthy analysis of the law and its 
application—including recent Treasury rulings,
For U se NOW and A ll T hrough  
th e  Year
IT IS extremely important for you to settle as soon as possible the disposition of transactions during 
this current calendar year which are taxable in returns 
Med under the 1932 law.
  This means, of course, that you will have to antici­
pate the probabilities as to the position the Treasury 
is going to take on the many new provisions —  includ­
ing the new taxes —  and decide on a course of action 
before Treasury regulations are out.
If you have a tax practice, you should advise your 
clients to consult you now so that you can go over 
their tax situations with them and see that every trans­
action is being handled most economically from the tax 
standpoint. If you are privately employed, you should 
begin at once to check over your company’s affairs 
with the same purposes in view.
Whichever your case, you will find Montgomery’s Federal Tax Handbook a priceless timesaver.
T he Personal Work o f  an  
O utstan d in g A uthority
ROBERT H. MONTGOMERY is eminently qualified to offer counsel of the type this Handbook repre­
sents. For years he has made a special study of tax 
legislation. Today he stands as one of America's very 
highest authorities in the field.
He is a Certified Public Accountant; Counsellor-at- 
Law; Member of the firm of Lybrand, Ross Bros. & 
Montgomery; Editor of the Financial Handbook;  
author of Auditing, of Federal Tax Practice, and of 
Income Tax Procedure, 1917-1929.
His counsel in this new Federal Tax Handbook 
combines the viewpoints of the lawyer and the ac­
countant.
court and Board of Tax Appeals decisions —which 
will guide you at every step and enable you to pro­
tect your clients or employers against excessive or 
invalid exactions.
Mr. Montgomery interprets into plain, positive 
recommendations of procedure the whole 1932 law 
as it applies to all the taxes contained — income, 
estate, gift, excise. Questionable provisions or 
rulings are discussed frankly with the author’s 
personal comments and suggestions as to the posi­
tion to take and the course to follow. All through 
the book you get, together with your tax informa­
tion, suggestions on the accounting procedure that 
will satisfy the requirements of the law.
Order Y our Copy N ow
THE price of this 1000-page Handbook is only $7.50 
 — the very minimum outlay for the very maximum 
of information.
Y ou want the protection Mr. Montgomery’s counsel 
affords as soon as possible. Y ou risk nothing in sending 
for the Handbook —  you can send it back within five 
days after it reaches you if it is not satisfactory. For 
your own advantage, won’t  you fill out the order form 
below and mail it now!
THE RONALD PRESS COMPANY, Dept. M-554 
15 East 26th Street, New York, N. Y.
Send me immediately a copy of Montgomery’s new 
Federal Tax Handbook. Within five days after its receipt,
I  will send you the price, $7.50. Or, if the book is not 
satisfactory, I  will return it to you.
Name----------------— — ------ — ---------- ----- - -------- ----------- —
Firm.
Position 
or Title—
Business Address 
City--------------- - State
WHEN ANSWERING ADVERTISEMENTS MENTION THE CERTIFIED PUBLIC ACCOUNTANT
F i g u r e  D i s t r i b u t i o n  
a n d  A n a l y s i s
 
1 Sales distributed by cost and selling price, quan­tity and value, weight and amount o r similar 
distribution for each department. Totals auto­
matically accumulated and proved—all in one 
operation. Also applicable to  purchases and 
other distribution work.
2 Distribution o f sales, labor, material o r expense to  unit accounts showing daily totals and 
totals to  date—all in one operation.
3 A simple, speedy plan o f listing, classifying and totaling amounts in one run, with sepa­
rate accumulations o f  items for most active 
classifications, and unit sorting ta$s automati­
cally created for less active classifications.
4 Analysis figures are provided promptly by this speedy method o f consolidating and posting branch house expense and general ledgers.
3 A simple, fast, economical plan o f distributing sales, purchases,, labor, material o r expenses 
using unit media.
6 Illustrating a method of posting ledger, writing journal and distributing to  many classifications 
in one operation. Several related records written 
at the same time, as desired.
M A IL  T H I S  C O U P O N
B U RRO U G H S A D D IN G  M ACH IN E CO. 
6312  Second Boulevard, D etro it, M ichigan
Please send me, without charge o r obliga­
tion, folders num bered---------------------------
I am interested also in other folders on the 
subjects checked below.
□  Payroll □  Accounts Receivable
□  Stores Records □  Accounts Payable
□  Billing □  General Accounting
N am e__
Address .
Burroughs has prepared a series of illustrated, 
descriptive folders (such as those on Figure 
Distribution and Analysis, at the left) showing 
how business can take full advantage of the new 
machines and new features which Burroughs 
has recently developed to reduce accounting ex­
pense, especially under present-day conditions.
You will probably want several, or all, of these 
folders—for your own information, and in the 
interest of your clients—to keep you in touch 
w ith  w hat B u rroughs is d o in g  to  h e lp  cut 
accounting costs and —at the same time—to bring 
greater speed and thoroughness to every phase 
of accounting work.
You can obtain the folders show n—or similar 
folders on any other type of accounting w ork— 
by telephoning the local Burroughs office, or by 
mailing the coupon.
Burroughs
W HEN ANS W EEING ADVERTISEM ENTS MENTION THE CERTIFIED  PUBLIC ACCOUNTANT
T h e s e  f o l d e r s  s h o w  
n e w  d e v e l o p m e n t s  
that lower c o s t s
 
